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ABSTRACT 





The objective of this paper is to establish to what extent owners/managers of small businesses 
in a typical South African setting, experience selected problems or issues with a negative impact 
on the success of the small business. Problems encountered are numerous, and mostly related 
to, amongst others, environmental, financial, marketing, human resource, social or managerial 
issues. The aim is also to investigate whether these problem categories are related to the 
possession of management qualifications. An awareness of the impact of a wide variety of issues 
on business success, will enable SMEs to be fore warned and proactive in their decision-making 
to avoid the main causes for business failure. The results of this study will also enhance the 
development of management and entrepreneurial training syllabi to ensure coverage of those 
issues impacting negatively on business success. Starting a business is at best a risky venture but 
the chances of success are enhanced if the anticipated problems are understood and addressed 





prior to launching the business. 
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INTRODUCTION 


The important contribution that SMEs 
(small and medium-sized enterprises) 
can make to employment and income 
generation is increasingly being recognized 
all over the world. In South Africa, this 
contribution is of particular importance 
since the nonagricultural formal sectors 
shed more than a million employment 
opportunities between 1990 and 2001. 
Employment in these sectors decreased 
with 18.2%, in the last decade, from 5 694 
924 in 1990 to 4 659 330 in 2001 (SARB 
2002:5132). During the same period the 
South African economy experienced an 
average annual GDP growth of 2.2%. This 
phenomenon, coupled with relatively high 
population growth, has resulted in an 
unemployment rate of 30.5% in September 
2003 (Stats SA 2003). The rising rates of 
unemployment are structural in nature, 
rather than the result of deficient aggregate 
demand (Hodge 2002:440). Factors such as 


the low employment elasticity of the South 
African economy as well as the high rate 
of labour force growth can be regarded as 
some of the main causes of the growing 
unemployment rate. 

It is acknowledged that the SME sector 
is labour intensive and has vast potential 
for creating employment opportunities. 
However, this sector has experienced a 
high degree of business mortality, 
impacting negatively on the ability to 
create long-term sustainable employment 
opportunities. 

Surveys on business failure suggest that 
SME entrepreneurs often have good ideas 
and are competent people but ‘they do not 
have a clue of how to run a business and 
have no underlying appreciation of business 
fundamentals’ (Barron 2000:1). This article 
attempts to identify and analyse the reasons 
for business failure, to enable training and 
support programmes to be designed in 
order to equip SME entrepreneurs to survive 
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the ever-increasing competitive and global 
business environment. 


OBJECTIVE 


The objective of the article is to establish to 
what extent owners/managers of SMEs in a 
selected area of South Africa (the Gauteng 
Province) experience selected problems 
or issues with a negative impact on the 
success of their businesses. Furthermore, 
the aim is to investigate whether there is 
any relationship between these problems 
and the possession of management 
qualifications. 

The problem categories identified in the 
study ranged from macroeconomic and 
marketing issues to management, human 
resource, financial and social issues. An 
awareness of the impact on _ business 
success of this wide variety of issues will 
enable SMEs (existing and planned) to be 
forewarned and proactive in their decision- 
making to avoid main causes for business 
failure. The results of the study may also 
enhance the construction of management 
training syllabi to ensure coverage of those 
issues with a negative impact on small 
business success. 


PROBLEMS EXPERIENCED 


Small and medium-sized businesses form 

an integral part of the national economy 

and, as such, are therefore influenced 
by various factors. In this context, the 

problems that SMEs face in conducting a 

successful business can be classified into 

various categories, namely (Dockel & 

Ligthelm 2002:2): 

(a) Economy-based problems that are 
associated with national economic 
factors related to the state of the 
economy such as specific phases in the 
business cycle and the exchange value 
of the national currency. 

(b) Industry-based problems that are 
associated with the industry in 
which the firm operates and can 
relate to, among others, the degree of 
competitiveness, demand and supply 


factors within the industry and barriers 
of entry. 

(c) Firm-based problems that refer to 
internal factors such as the availability 
of resources, including finance and 
entrepreneurship, and the effective use 
of such resources. 


It is sometimes useful to consider 
the problems caused by factors outside 
the firm by combining economy- 
based and_ industry-based problems 
as macroenvironmental or exogenous 
problems and to distinguish these from 
problems over which the individual owner 
has some control, which can be regarded 
as firm-based problems and classified as 
internal-micro or endogenous. 

This classification is relevant for 
targeting policy and specific problem areas 
and training needs. If, for instance, the 
problem is predominantly endogenous in 
nature, then policy measures should be 
directed at the firm level, such as providing 
training and education and small business 
support structures. If the causes of failure 
are predominantly exogenous, then policy 
should be directed towards changing the 
economic environment in which the firm 
operates (Dockel & Ligthelm 2002:2). 

An investigation into business problems 
according to the above two categories, by 
Everett and Watson (1998), serves as a good 
example. It focused on economy-based 
factors as causes of small business failure in 
Australia. Macroeconomic variables such as 
interest rates, unemployment and inflation 
rates were considered. However, firm-based 
problems were found to be associated with 
65% of small business failures. In another 
study by Peterson et al (1983) it was found 
that internal-micro factors were responsible 
for approximately 70% of small business 
failures. 

The rest of this article highlights the 
type of exogenous and endogenous 
problems experienced by SMEs. Note that 
the list of problems experienced by SMEs 
is contained in Tables 1 to 8. Limited space 
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precludes a separate discussion of the 
problems encountered by SMEs. 


RESEARCH DESIGN 
Research Instrument 


In order to fully understand the problems 
encountered by SMEs and the extent to 
which they impact negatively on the success 
of small businesses, an empirical survey was 
conducted in selected areas of South Africa, 
focusing on the personal experiences of 
entrepreneurs concerning their business. 
In the absence of a comprehensive 
sample frame of SMEs in the study area, 
a judgemental sampling procedure was 
followed according to the certain specified 
criteria. The business had to 
* compile an annual budget 
* operate from a demarcated business area 
* occupy a permanent structure 
¢ cover the following economic sectors, 
namely retailers, personal _ services, 
manufacturers, wholesalers, construction 
and transportation 
¢ employ fewer than 50 full-time workers 


The above criteria ensured the inclusion 
of businesses with a reasonable level of 
sophistication and understanding of 
concepts such as exchange and inflation 
rates. In total, 301 of these businesses were 
interviewed. 


Analysis 

The analysis of the results of the survey 
is based on two statistical procedures. 
Descriptive data are presented by means 
of frequency tables and cross tabulations. 
The opinions of respondents are provided 
according to the qualifications of 
management as part of the descriptive 
Statistics. This is followed by the 
presentation of indices calculated according 
to an analytical hierarchical procedure. 
The latter calculations are based on the 
opinions expressed by the respondents 
as well as the opinions of experts in 
terms of the relative importance of each 
variable that may influence the success of 


a business. The relative importance of each 
variable (eg inflation versus interest rates, 
or crime versus exchange rates, or financial 
issues versus market-related problems) is 
determined by expert opinion in order to 
establish a hierarchy of importance of all 
variables in the questionnaire. 

The analysis is based on problems related 
to macroenvironmental, marketing-related, 
social, human resource and _ financial 
issues. It also covers management views on 
perceived success and the application of 
management actions. 


SURVEY POPULATION 


Prior to a presentation of the results of the 

survey, it is necessary to present a profile of 

the survey population. This will establish 

the background against which responses on 

issues influencing the success of businesses 

should be interpreted. 
The survey population portrays the 

following characteristics: 

¢ Businesses with a reasonable level of 
sophistication were included in the 
sample. Only businesses operating from 
demarcated business premises, occupying 
a permanent structure and compiling an 
annual budget were selected. 

¢ Only business owners or managers were 
selected as respondents. Almost two- 
thirds (64.5%) of the respondents acted as 
managers or had owned their businesses 
for more than three years. 

¢ One in every four (23.6%) respondents had 
a management qualification. However, 
almost half of those with a management 
qualification were in possession of only 
a basic business certificate, while only 
more than a third were in possession of a 
diploma or degree. 

¢ Exactly half (50.8%) of the businesses 
operated as sole ownership enterprises, 
while the rest were partnerships (12.8%), 
private companies (16.2%) and close 
corporations (19.9%). 

¢ The average employment of respondent 
businesses was 3.8 full-time employees in 
2001. 
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¢« Almost four in every five businesses 
(79.1%) reported a turnover of less than 
R500 000 (approximately. €60 000) for 
2001. Only 7.1% generated a turnover 
in excess of R1 million (approximately 
€120 000). 


The above composition confirms that, 
although an effort was made to select a 
relatively sophisticated business sample, 
respondent businesses were generally small 
to medium enterprises, mainly owned 
or managed by Africans (70.3%) with 
the overwhelming majority located in 
township areas. 


Descriptive data 

Table 1 reflects the perceptions of business 
owners/managers of the possible impact of 
the macroenvironmental problems on the 


success of their businesses, by management 
qualification. The respondents were 
requested to indicate their experience 
of macroenvironmental variables with a 
possible negative influence on the success 
of their businesses, on a five-point scale, 
ranging from ‘strongly disagree’ to ‘strongly 
agree’. For purposes of this article ‘strongly 
disagree’ (‘strongly agree’) and ‘disagree’ 
(‘agree’) are grouped together. 

The table clearly shows that managers/ 
owners with management qualifications 
are far less uncertain (neutral) about the 
perceived impact of macroenvironmental 
factors on the success of their businesses. 
They also tend to be more in agreement 
with the statement that variables such as 
high interest rates, inflation, crime, HIV/ 
AIDS and new government legislation 
would negatively impact on the success 


Table 1: Environmental variables that impact negatively on the success of businesses by respondents 


with and without a management qualification 


















































Disagree/Agree 
Environmental Management Strongly Neutral Agree and Total 
variable qualification disagree and % strongly agree % 
disagree % 
% 
With 15.3 9.7 75.0 100.0 
Interest rates 
Without 11.9 18.1 70.0 100.0 
With 16.7 13.9 69.5 100.0 
Exchange rate 
Without 11.9 22.5 65.7 100.0 
With 9.7 4.2 86.1 100.0 
Inflation 
Without 9.2 17.2 73.6 100.0 
With 11.0 11.0 78.1 100.0 
Unemployment 
Without 9.7 14.6 75.7 100.0 
With 9.8 5.6 84.7 100.0 
Crime 
Without 12.3 6.6 81.1 100.0 
With 30.2 31.5 38.4 100.0 
HIV/AIDS 
Without 34.7 40.4 24.9 100.0 
Rapidly changing With 40.3 20.8 38.8 100.0 
technology Without 42.5 17:7 39.8 100.0 
With 24.4 25.7 50.0 100.0 
New legislation 
Without 33.9 30.8 35.3 100.0 
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of their businesses. It can be deduced that 
conceptual know-how of the functioning 
of the macroeconomic environment allows 
better insight into the impact of exogenous 
factors on the functioning of businesses 
within a particular macroeconomic setting, 
especially in an environment subject to 
rapid change. 


Marketing-related issues 


Table 2 reflects the influence of marketing- 
related variables on the success of 
businesses, by management qualification. 
Businesses regard marketing-related issues 
such as increased competition, limited 
market size, low demand for products and 
ineffective marketing as having the most 
marked negative influence on the success 
of their businesses. Table 2 confirms that 
increased competition is singled out as the 


major marketing-related issue faced by the 
respondent businesses. Almost two-thirds 
of the businesses (71.3% with, and 67.3% 
without a management qualification) 
agreed or strongly agreed with this. 
Although there is little divergence in 
the perceptions of those with and those 
without management qualifications 
regarding the influence of the various 
marketing-related issues on the success 
of their businesses, respondents with 
management qualifications tend to be more 
in agreement with the negative impact 
of issues such as increased competition, 
lack of knowledge of competitors and 
ineffective marketing, on the success of 
their businesses. This may suggest that 
better insight into marketing-related 
issues is an important factor impacting on 
business success. 


Table 2: Marketing-related issues that impact negatively on the success of businesses by respondents 


with and without a management qualification 






























































Disagree/Agree 
Marketing-related | Management _Strongly Neutral Agree and Total 
variable qualification disagree and % strongly % 
disagree agree 
% % 

With 24.6 26.0 49.3 100.0 
Limited market size 

Without 37.3 14.7 48.0 100.0 

With 13.7 15.1 71.3 100.0 
Increased competition 

Without 19.3 13.2 67.3 100.0 
Low demand for With 41.7 13.9 44.4 100.0 
product Without 37.3 19.6 43.1 100.0 
Lack of knowledge of With 28.4 36.5 35.1 100.0 
competition Without 37.1 31.0 31.9 100.0 
Lack of knowledge of With 43.8 24.7 31.5 100.0 
market Without 46.7 23.1 30.2 100.0 
Inability to identify With 46.5 27.4 26.0 100.0 
target market Without 43.5 25.8 30.7 100.0 

With 28.8 28.8 42.4 100.0 
Ineffective marketing 

Without 31.7 28.6 39.6 100.0 

With 55.4 16.2 28.4 100.0 
Poor location 

Without 49.3 18.1 32.6 100.0 
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BUSINESS SKILLS 


A lack of business skills and training is 
often cited in literature as a major cause of 
business failure (Viviers, Van Eeden & Venter 
2001:11). However, table 3 shows that the 
majority of respondents did not regard 
management training as lacking, and thus 
negatively influencing their businesses. This 
response was also recorded in other similar 
studies and can be explained as a form of 
response bias where respondents seek social 
approval in the eyes of the interviewer 
(Aaker, Kumar & Day 1995:204). A further 
possible reason for the survey result was 
that the screening question only allowed 
the inclusion of businesses that compiled 
annual financial statements. Budgeting 
implies activities such as planning and 
prioritising, suggesting that respondents 


already exercise some important business 
management function. They may, therefore, 
not regard management skills as lacking in 
their businesses. 

Table 3 reflects the views of respondents 
on the importance of business training, by 
management qualification. Although the 
majority of respondents with and without 
a formal management qualification main- 
tain that a lack of business skills does not 
impact negatively on their businesses, 
a larger percentage of those without 
management qualifications agree that the 
lack of management training and_ skills 
impactnegatively on the success of their 
businesses. 


MANAGEMENT FUNCTIONS 
Management functions (as described in 


Table 3: Issues related to business skills that impact negatively on the success of businesses by respon- 
dents with and without a management qualification 















































Disagree/Agree 
J . Management Strongly Neutral Agree and Total 
Business skills qualification | disagree and % strongly % 
disagree agree 
% % 

With 63.0 12.3 24.7 100.0 
Lack of technical skills 

Without 68.0 12.4 29.7 100.0 
Insufficient experience With 54.0 10.8 35.2 100.0 
andiknowledgerot the: annie 65.1 12.8 22.1 100.0 
field of business in 
which | operate 
A lack of management With 66.2 8.1 25.7 100.0 
training Without 54.9 15.0 30.1 100.0 
A lack of management With 64.9 9.5 25.7 100.0 
skills Without 57.6 12.4 30.1 100.0 

With 9.8 5.6 84.7 100.0 
Crime 

Without 12.3 6.6 81.1 100.0 

With 30.2 31.5 38.4 100.0 
HIV/AIDS 

Without 34.7 40.4 24.9 100.0 
Rapidly changing With 40.3 20.8 38.8 100.0 
technology Without 42.5 17.7 39.8 100.0 

With 24.4 25.7 50.0 100.0 
New legislation 

Without 33.9 30.8 35.3 100.0 
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the questionnaire) generally refer to the 
tasks of planning, organising, leading, 
coordinating and control. Table 4 confirms 
the importance of implementing effective 
management functions as a means of 
improving the success of SMEs. 
Respondents in the possession of 
management qualifications generally 
attach higher priority to the execution 
of management functions. Of particular 


importance in this regard are sensitivity 
towards change as an integral part of 
running a business, effective planning, 
organising, leading and control. The 
importance of this finding is that it affirms 
that management training not only 
transfers management skills to learners 
but also reinforces the lateral perception 
that the application of skills contributes to 
business success. 


Table 4: Management function issues that impact negatively on the success of businesses by respon- 


dents with and without a management qualification 

































































Disagree/Agree 
Management Management Strongly Neutral Agree and Total 
functions qualification | disagree and % strongly % 
disagree agree 
% % 
| set time apart each With 17.8 13.7 68.5 100.0 
day/week to plan and | Without 16.9 15.2 67.9 100.0 
prioritise activities for 
the day/week 
| tend to neglect With 48.6 20.3 31.1 100.0 
ae due roURns: ). | aimieuk 52.9 24.9 22.2 100.0 
ressure 

Daily routine/ With 33.8 12.2 54.1 100.0 
operational tasks tend to : 
take up most of my time Without 36.0 17.3 46.7 100.0 
Long-term goals and With 32.0 26.4 41.7 100.0 
OBjecUyeserenOt. ol without 40.2 29.2 30.6 100.0 
meaningful considering 
the pace of change in 
my industry 
| am able to spend my With 12.3 11.0 76.7 100.0 
Hine Morr etectvelet Llane 16,0 13.7 70.4 100.0 
plan better . : . . 
| view failure as a With 12.9 14.3 72.8 100.0 
Falvable earning Without 13.2 14.1 727 100.0 
experience 
| constantly try to With 22.2 8.3 69.5 100.0 
invole employees in Without 18.3 13.8 68.0 100.0 
planning and decision 
making 
| prefer to do most of With 32.5 5.4 62.1 100.0 
ine worasTNaDENO.  nihout 25.4 14.2 60.4 100.0 
be in control of what 
is happening in my 
business 
| regard change as an With 6.8 8.1 85.1 100.0 
integral part OFMUADINGS \FyeRout 67 13.3 80.1 100.0 
a business : : . . 
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SOCIAL PROBLEMS 


Social issues refer to the problems 
experienced by SME owners, where work 
tends to pervade their personal life. Long 
hours spent at the workplace put pressure 
on relationships with family members 
and friends. Pressure stems mainly from 
the dual roles that have to be performed 
by many owners as both diligent income 
providers and caring spouses. 

Table 5 reflects that slightly fewer 
respondents in possession of amanagement 
qualification experience a negative impact 
of their business activities on their family/ 
social life (see ‘Agree and Strongly agree’ 
column). 


HUMAN RESOURCE PROBLEMS 


The human resource problem category 
reflected the extent to which SME owners 
experienced certain human resource issues 
as negatively influencing the success of 
their businesses. Generally, human resource 
issues are not regarded by respondents 
as a serious problem jeopardising the 
profitability of their businesses. The two 
most serious human resource problems, 
mentioned by approximately one in every 


three respondents (38.9% of those with 
and 34.5% of those without a management 
qualifications), were the introduction of the 
new labour laws and the inability to attract 
and find suitable staff (28.2 % and 34.1%). 
Least important of the human resource 
issues are poor labour relations (15.0% 
and 21.4%), poor staff planning (15.5% 
and 22.2%), high labour turnover (19.5% 
and 23.9%) and low labour productivity 
(23.6% and 27.8% respectively). 

Table 6 confirms that the impact of 
human resource problems is more severe in 
businesses managed or owned by persons 
without management experience. Between 
4% and 6% more businesses managed/ 
owned by persons without management 
qualifications indicated human resource 
problems as a cause of failure. The largest 
divergence is in relation to issues such 
as staff planning, labour relations and 
inability to appoint suitable staff. 


FINANCIAL PROBLEMS 


Financial problems with the most 
widespread impact on business success 
are difficulties in obtaining finance/credit 
(48.6% with and 55.5% without management 


Table 5: Social issues that impact negatively on family life and the success of businesses by respondents 


with and without management qualification 

















business, my social and 


Disagree/Agree 
: : Management Strongly Neutral Agree and Total 
Social variables qualification | disagree and % strongly % 
disagree agree 
% % 
My family/friends With 32.4 21.6 46.0 100.0 
regularly complain that | Without 36.8 1.1 52.2 100.0 
| spend too much time 
at work 
Since having my own With 39.2 18.9 41.9 100.0 



































family life has suffered | Without 37.6 15.5 46.9 100.0 
due to time pressure 

My business consumes | With 29.7 27.0 43.2 100.0 
my whole life Without 35.8 19.5 44.6 100.0 
| regularly suffer from ill | With 72.6 11.0 16.4 100.0 
health Without 68.6 18.6 12.8 100.0 
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Table 6: Human resource issues that impact negatively on the success of businesses by respondents with 
and without a management qualification 
























































Disagree/Agree 
Human resource Management Strongly Neutral Agree and Total 
issues qualification | disagree and % strongly % 
disagree agree 
% % 

An inability to attract With 53.6 18.3 28.2 100.0 
and find suitable staff | without 52.9 13.0 34.1 100.0 

With 45.8 30.6 23.6 100.0 
Low labour productivity 

Without 43.5 28.7 27.8 100.0 

With 40.2 20.8 38.9 100.0 
New labour laws 

Without 35.4 30.0 34.5 100.0 

With 45.8 34.7 19.5 100.0 
High labour turnover 

Without 35.6 40.5 23.9 100.0 

With 54.8 30.1 15.0 100.0 
Poor labour relations 

Without 46.4 32.3 21.4 100.0 

With 63.4 21.1 15.5 100.0 
Poor staff planning 

Without 57.9 19.9 22.2 100.0 
Poorly trained With 59.5 14.9 25.7 100.0 
employees Without 54.0 20.7 25.3 100.0 

















qualification) followed by large operating 
expenses (61.1% and 48.8%) (Table 7). As 
highlighted in literature, the granting of 
consumer credit also presents significant 
challenges for small businesses. No less 
than 36.5% of respondents with and 
43.6% without management qualifications 
agree that bad debts pose a_ serious 
problem to their businesses. The following 
financial problems were highlighted as 
the least serious problems (mentioned by 
approximately one in every four businesses): 
overinvestment in inventories (24.0% and 
21.6%) and failure to analyse financial 
information (24.7% and 22.7%). Problems 
agreed upon by approximately one in every 
three respondents were: inadequate credit 
management (27.4% 28.5%), insufficient 
knowledge of bookkeeping (37.8% and 
26.3%), failure to do financial planning 
(27.1% and 32.0%) and poor cash flow 
management (31.1% and 36.0%). 

The table confirms that owners/ 
managers with a management qualification 


experienced fewer financial problems than 
those without management qualifications. 
However, with regard to some issues, such 
as the burden of heavy operating expenses 
and insufficient knowledge of book- 
keeping, respondents without qualifica- 
tions reported a less severe impact. 


BUSINESS SUCCESS 


Selected factors were used to establish 
whether small business owners perceived 
their businesses as being successful. 
Respondents were requested to indicate 
how they view their businesses in terms of 
growth in turnover, profits and employees. 
In general, almost half the owners were 
of the opinion that their businesses were 
successful in terms of turnover and profits. 

Table 8 shows a slightly higher success 
rate in businesses with owners/managers 
possessing management qualifications 
compared with those without. Half the 
owners/managers with management 
qualifications rate their businesses as very 
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Table 7: Financial issues that impact negatively on the success of businesses by respondents with and 
without a management qualification 







































































Disagree/Agree 
és <P Management Strongly Neutral Agree and Total 
inancial Issues qualification disagree and % strongly % 
disagree agree 
% % 

Difficulty in obtaining With 36.5 14.9 48.6 100.0 
finance/credit Without 30.5 13.8 55.5 100.0 
Failure to do financial With 60.8 12.2 27.1 100.0 
planning/budgeting Without 49.8 18.2 32.0 100.0 
Failure to analyse With 64.3 11.0 24.7 100.0 
financial information Without 52.2 25.0 22.7 100.0 
With 58.9 13.7 27.4 100.0 

Inadequate bookkeeping - 
Without 57.9 14.8 27.3 100.0 
Insufficient knowledge With 54.1 8.1 37.8 100.0 
of bookkeeping Without 54.5 19.2 26.3 100.0 
Overinvestment in With 46.6 29.6 24.0 100.0 
inventory Without 43.7 34.7 21.6 100.0 
Heavy operating With 25.0 13.9 61.1 100.0 
expenses Without 33.8 17.3 48.8 100.0 
With 50.0 19.4 30.6 100.0 

Burdensome debt - 
Without 34.7 23.0 42.4 100.0 
Poor cash flow With 100.0 
management Without 100.0 
. With 100.0 

Poor credit management -— 
Without 100.0 
With 100.0 

Bad debts : 
Without 42.7 13.8 43.6 100.0 











Table 8: Success factors in 


businesses by respondents with and without a management qualification 
































Disagree/Agree 
Management Strongly Neutral Agree and Total 
Success factor qualification disagree and % strongly % 
disagree agree 
% % 
My business has With 32.9 27,.1 40.0 100.0 
experienced growth in| without 29.1 30.9 40.0 100.0 
turnover in the last two 
years 
My business has With 48.6 18.6 32.9 100.0 
experienced growth in | without 43.2 29.5 72 100.0 
employees in the last 
two years 
My business is very With 20.3 39.9 39.9 100.0 
profitable Without 21.5 35.9 42.6 100.0 
| regard my business as_ | With 13.5 36.5 50.0 100.0 
very successful Without 16.0 36.0 48.0 100.0 




















24 International Retail and Marketing Review 


successful compared to 48.0% without 
management qualifications. 


RELATIVE IMPORTANCE OF BUSINESS 
MANAGEMENT FUNCTIONS OF SMEs 
The analytical hierarchical procedure 

The relative importance of the various 
business functions is established by 
considering the opinions of the business 
owners/managers as well as the opinions 
of business management experts in terms 
of the relative importance of each variable 
that may influence the success of a 
business. The latter is determined through 
the analytical hierarchical procedure. 
This procedure was developed by Saaty 
(1980). It allows a systematic evaluation 
of qualitative variables by assigning 
numerical values to subjective judgements 
about the relative importance of items. 
The result of the analytical hierarchical 
procedure is a mathematical weighting 
that reflects the relative importance of 
each of the variables, when compared to 
all other variables (Ghyoot 2002:33). The 
relative weighting is then expressed as an 
index (out of a 100). Space limitations 
preclude a full exposition of the applied 
methodology [see Saaty (1980) for an 
exposition of the model, and Ghyoot 
(2002:33), and Ligthelm and Cant (2002) 
for an application of the model]. 


Findings 

By combining the rating by business manage- 
ment experts of the relative importance of 
business management functions through 
the analytical hierarchical method with 
the Likert rating of the business survey, 
an index is constructed, portraying the 
relative importance of the various business 
management functions (eg marketing, 
human resources, general management etc). 
The index is expressed out of 100, implying 
that the higher the index the greater the 
importance of a specific function. 

Figure 1 shows the importance of the 
various business management functions 
as perceived by respondents and weighted 
according to expert opinion. Marketing, 
with an index of 58.0 is regarded as the 
most important business management 
function contributing to the success of 
businesses. Problems such as a lack of 
demand for products and services, increased 
competition, lack of knowledge of the 
market, inability to identify the correct 
target market, ineffective marketing and 
poor location of businesses are perceived as 
major problems that have to be addressed 
to ensure a profitable endeavour. This 
is to be expected, especially due to the 
severe competition and the continuous 
establishment of new businesses in the 
survey areas. New business operators often 


Figure 1: Indices of relative importance of business management functions 


Macroenvironment 


Management skills 


Human resources 


Financial 


Marketing 


0 10 20 30 


48.1 


48.9 


51.8 


40 50 60 


Index (= 100) 


Small Business problems in South Africa 25 





establish businesses at a poor location, 
utilising family as employees and own 
finance, frequently creating a situation 
of overtrading in a limited market. This 
implies that financial and human resource 
issues are less of a problem than limited 
demand for products and services in a 
limited market. 

The figure also indicates that marketing- 
related issues are followed by financial 
(index 56.3) and human resource problems 
(51.8) as important areas to be addressed. 
Macroenvironmental issues (48.1), such as 
inflation, unemployment and interest rate 
levels, that fall outside the direct sphere of 
influence of entrepreneurs, are perceived as 
the least important for ensuring business 
success. 

By differentiating the relative importance 
attached to business management 

functions by sociodemographic characte- 
ristics of owners/managers the following 
materialises: 
¢ The relative importance of the various 

business functions by management status 

(ie owner only or manager only or both) 

shows no significant variation, implying 

that management status does not 
significantly alter the relative importance 
attached to the various business functions 
as shown in Figure 1. The only exception 
is that owners attach greater importance 
to financial issues than managers (indices 
of 60.2 and 51.9 respectively). This 
is to be expected since owners would 
naturally regard the financial outcome 
of their businesses as more important 
than a person who only acts as manager. 

Profitability enhances an owner’s income 

while managers of SMEs are often entitled 

to a more fixed remuneration. 

¢ Period of experience as owner/manager 
of an SME shows that owners/managers 
with less than two years’ experience 
tend to attach greater importance to all 
management functions than the average 
index shown in Figure 1. The relative 
importance of the various functions in 
terms of contributing to business success 


remains the same, notwithstanding the 
period of experience — marketing remains 
the top priority followed by financial 
issues. 

e Some minor variations are evident 
regarding the importance attached to the 
various management functions by type of 
enterprise. Sole traders emphasised finan- 
cial issues as being of particular importance 
for business success while private com- 
panies attached less importance to financial 
issues. Marketing and miacroenviron- 
mental issues are of particular concern for 
private companies. Human resource issues 
are rated relatively high by partnerships 
and close corporations. 

e The human resource function is of 
less concern to small businesses with 
no employees while all management 
functions are regarded as _ relatively 
important to medium-sized businesses 
(ie the largest category in the survey). 

e SMEs with an annual turnover of 
RS million plus (approximately €300 000) 
(thelargest categoryinthesurvey) attached 
greater importance to management 
functions being instrumental in success 
than the smaller enterprises. Particular 
emphasis was placed on marketing, 
general management and human resource 
issues by the larger firms. 


SUMMARY 


The sample population, consisting of 
relatively small yet sophisticated businesses 
in selected areas of South Africa, emphasised 
that the following issues were of particular 
concern for the success of their businesses: 
¢ Marketing-related issues 

— Increased competition (overtrading of 

the market) 

— Limited market size 

- Ineffective marketing 

— Lack of knowledge of competitors 

- Poor location 
¢ Financial issues 

- Difficulty in obtaining finance/credit 

— Heavy operating expenses 

— Management of consumer credit 
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— Poor cash flow management 
— Lack of financial planning 
¢ Human resource issues 
— New labour laws 
- Inability to attract and maintain 
suitable staff 
— Low labour productivity 
— Poorly trained employees 
— High labour turnover 
¢ Management functions 
— Adapting to changing business 
environment 
— Time management 
— Delegation and cooperative managment 
— Planning and prioritising 
— Effective control 
¢ Microenvironmental issues 
— Crime and corruption 
— Inflation 
— Unemployment (limited market) 
— Interest rates 
— Exchange rates 


The respondents confirm that they regard 
all management functions as important 
for the success of their businesses. Slight 
variation was detected in the importance 
attached to problem areas. Marketing- 
related issues are singled out as the most 
important for business success, followed 
closely by financial issues, general 
management functions and lastly the 
impact of macroenvironmental aspects on 
business activities. 

Training programmes in business 
management and entrepreneurship should 
endeavour to accommodate the above 
problem areas in their syllabi. Addressing the 
various issues in general in training material 
is not sufficient. The contents should be 
focused on the specific problems experienced 
by SMEs and allow for the practical 
application of concepts and procedures. 
This is the challenge for management and 
entrepreneurship training. 


* Acknowledgment to A.A. Ligthelm and 
M.C. Cant, previously published in 
Southern Africa Business Review. Vol. 7 


No. 1, August 2003 Reprinted with the 
permission of Southern Africa Business 
Review; website: http://www.unisa.ac.za/ 
sabusinessreview 
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ABSTRACT 





r 


The purpose of this study was to determine if generational theory can be used as a marketing 
segmentation tool in South Africa by empirically investigating whether the differences in 
personal values and psychographics of the two generations most active in the South African 
marketplace today, namely Boomers and Generation Xers, are large enough to indicate that 
these are heterogeneous groups. 

The findings of the study indicate that there are only a few significant differences between 
Boomers and Xers with regard to their personal values and psychographics (activities, interests 
and opinions) regarding brands, advertising or shopping behaviour. The analysis further 
indicated significantly low associations between generational cohort / age and personal values 
or activities, interests and opinions regarding brands, advertising or shopping behaviour. 

Generational theory is based on the premise that different generational cohorts have significant 
formative values that influence their psychographic profile and behaviour. The findings place a 
question mark over the applicability of generational theory in the South African marketplace 
| and its usefulness as a marketing segmentation tool. 

The characteristics and significant differences found between the groups indicated that 
generational theory should be applied with caution in a marketing context. 
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Implicit in any marketing effort is the need 
to identify and segment target markets, 
predict consumer behaviour, and anticipate 
how certain products or services, advertised 
in certain media, and sold through certain 


outlets, will appeal to the intended 
audience. 
Generational cohort segmentation 


provides another method of separating 
consumer markets. Age has long been a 
demographic segmentation variable, but 
generational marketing theory suggests 
that it is the defining moments that shape 
mindsets and provide the true value of age 
targeting. Knowing when people were born 
may allow marketers to predict behaviour. 

Generational theory was initially 
described by Howe and Strauss (1992). 
They suggested that American history can 
be viewed through the framework of a 
repeating cycle of attitudes and approaches 


to life. They traced this cycle from the 
first American settlers from Europe to the 
present day, and then used the framework 
to make predictions for the future. 

According to the theory, each of today’s 
generations can be linked to a recurring 
sequence of generational archetypes 
that have appeared throughout all the 
cycles of history. When history overlays 
these archetypes atop the four turnings 
comprising history’s seasonal rhythm 
of Growth (or High), Maturation (or 
Awakening), Entropy (or Unravelling) and 
Destruction (or Crisis), the result is four 
different generational archetypes. 

The archetypes are best identified by the 
turning of their births. A Prophet generation 
is born during a High, a Nomad generation 
during an Awakening, a Hero generation 
during an Unravelling and an Artist 
generation during a Crisis. Each archetype 


is highly influenced by the type of external 
events during their late adolescent/early 
adulthood years which influence their 
values, preferences and attitudes in ways 
that remain with them over a lifetime. 
Each archetype is an expression of one 
of the enduring temperaments and life 
cycle myths of mankind. One turning 
will under-protect children, for example, 
while another will overprotect them. The 
same is true with attitudes towards politics, 
affluence, war, religion, family, gender roles, 
and pluralism. A detailed illustration of the 
four archetypes is depicted in Appendix 1. 

Generational theory has been researched 
in America, New Zealand, Canada, Australia, 
Western Europe, Russia, Israel, Japan, China 
and South Africa (Codrington, 1999) and 
has triggered interest in a wide variety of 
disciplines, including marketing. Although 
very little empirical research has been done 
to test the relevance of the theory in a 
marketing context, some ground-breaking 
American studies (Zill & Robinson, 1995; 
Smith & Clurman, 1997; Schewe, 2000) 
have illustrated its use as a segmentation 
tool and recently Robinson and Codrington 
(2002) have provided some empirical 
evidence that South African generations 
differ in their processing of advertising. 

It is important for organisations that aim 
to survive and be successful to understand 
how people behave in a buying situation. 
This understanding forms the basis for 
formulating marketing strategy (Du Plessis 
& Rousseau, 2003). A review of existing 
literature on the two generational segments 
that are most active in the marketplace 
today, namely Boomers (a_ prophet 
archetype) and Xers (a Nomad archetype), 
indicate that there are potentially significant 
differences in the underlying values and 
attitudes that drive the buying behaviour 
of these segments. By knowing that the 
motivations and behaviour of customers 
are tied to the underlying values of the 
generation to which they belong, marketers 
will be able to tailor products, services and 
communication to their needs, interests 
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and desires. Applied knowledgeably, that 
information can provide marketers with a 
key competitive advantage. 


BOOMERS 


The Boomer generation is a prophet 
archetype. Through the years prophets 
have been best remembered for their 
coming-of-age passion and their principled 
elder stewardship. Their principle 
endowments are in the domain of vision, 
values and religion (Howe & Strauss, 1997: 
fourthturning.com) 
Boomersare possibly the most well-known 
and most analysed generation in history. 
American Boomer birth years are generally 
taken as starting in 1943 and ending in 
1960 (Howe & Strauss, 1991:299). In South 
Africa, the Boomer years are extended due 
to the policy of apartheid which tried to 
socially engineer society. On either side of 
the political and racial divides, middle-aged 
people attempted to create a worked out, 
peaceful settlement in South Africa, just as 
their peers led primarily by Martin Luther 
King, were attempting to do in the United 
States. It was largely the Boomer generation 
who ‘woke up’ during the 1960s and early 
1970s and decided to work towards a 
more decisive solution. On the side of the 
oppressed, this meant violence and war; 
on the side of the government, it meant 
creating a large defence force armed by 
conscripted young people from the Boomer 
generation. For many other young people 
(from all racial groups) it meant outright 
defiance and rebellion. The Boomer years 
in South Africa therefore extended from 
about 1948 (when the National Party came 
to power) to 1970 (Codrington, 1999). 
Boomers are the generational cohort 
active in the consumer marketplace of 
today that grew up with the expectations, 
life skills and values created by the post- 
war economic prosperity of the 1950s, 
sixties and seventies. Limitless horizons 
stretched out before them (Codrington, 
1999) and these surroundings shaped their 
formative values - a sense of expectation 
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and entitlement; a quest for self; and a need 
to be in control (Smith & Clurman, 1997; 
Bainbridge, 1998). Before the 1970s ended, 
these expectations on the part of Boomers 
were faced with some hard realities — soaring 
inflation and interest rates, unemployment 
and political instability. The gap between 
expectations and an unsettling reality 
generated much Boomer angst. In reaction, 
Boomers became proficient at finding 
ways to prove they were still going to 
get all they had grown up to expect. 
The result was cut-throat competition 
through consumption and finding the best 
product at the best price. Brands no longer 
dominated the marketplace; discount 
stores thrived and spending on promotions 
exceeded spending on advertising for the 
first time ever. At the end of the 1980s, 
Boomers realised that their efforts to avoid 
disappointment had failed and they turned 
bitter. And with this came the resentment 
and anger that dominated the late 1980s 
and early 1990s. Boomers took out many 
of their frustrations in the marketplace. 
They distrusted and challenged institutions 
and the era of the anti-brand blossomed. 
Relations with marketers and _ retailers 
became strained (Codrington, 1999). In the 
late 1990s, Boomers started to moderate 
their marketplace hostility and regained 
their sense of optimism (Smith & Clurman, 
1997; Sullivan & Ross, 1999). 

According to the literature, Boomer 
behaviour has always been rooted in their 
formative values. Their postulated present- 
day consumer characteristics include 
individuality over conformity (Smith & 
Clurman, 1997:51,57; Schewe, 2000); their 
struggle to avoid disappointment in their 
expectations and still come out on top (Smith 
& Clurman, 1997:44); their continued 
focus on themselves and search for personal 
fulfilment (Wilber, 1999; Burkart, 2000:2; 
Smith & Clurman, 1997:43); their yearning 
for yesterday and nostalgia for traditional 
values (Bowen, 2001:24-5; Smith & 
Clurman, 1997:58-9); their eagerness to 
rid their lives of as much stress as possible 


and simplify things through delegation 
and selection (Smith & Clurman, 1997:60; 
Gobe, 2001:10; Bainbridge, 1998:21); their 
control-oriented behaviour and hunger for 
information that tells them what is real 
and true about the products and services 
they evaluate (Sullivan & Ross, 1999: 
$17; Smith & Clurman, 1997:62-3, Gobe, 
2001:8); and their belief in the superiority 
of their own fresh eyes over the wisdom of 
their elders together with their “forever 
young” philosophy of-life (Gobe, 2001:4; 
Silverman, 1999:2; Williams, 1998; Smith 
& Clurman, 1997:65). 


GENERATION X (XERS) 

Generation X is a nomad _ archetype. 
Nomads are best remembered for their 
rising adult years of hell-raising and midlife 
years of hands-on, get-it-done leadership. 
Under-protected as children they become 
overprotective parents. Their principle 
endowments are in the domain of liberty, 
survival and honour (Howe & Strauss, 
1997: fourthturning.com). 

This generation’s first birth year is 
identified in America as 1961 and their 
end birth year as 1981. In South Africa, 
Generation X can be loosely defined as 
all those young people old enough to 
remember apartheid and be judged by 
history to have been part of it and yet not 
quite old enough to have been involved 
in any form of struggle against apartheid. 
White Xers would have just missed out 
on national service, and black young Xers 
would not have been old enough to join 
the school children of 1976 who demanded 
‘liberation before education’. Yet, they have 
all grown up in the shadow of these events. 
In South Africa, non-white young people 
would probably fall into the generation if 
born between 1965 and 1990. White English 
speaking young people would probably be 
Generation X if born from 1970 to 1990 
and white Afrikaans speaking people if 
born between 1975 and 1990. Because of 
the diversity of South African culture these 
are only broad generalisations and are likely 


to apply more closely to urban, middle 
class communities of all racial groupings 
(Codrington, 1999:31). 

Generation X inherited a world filled 
with the debris Boomers left in their wake, 
characterised by divorce, latchkey kids, 
homelessness, soaring national debt, a 
bankrupt government, holes in the ozone 
layer, crack, downsizing and layoffs, urban 
degeneration and gangs. The 1980s, filled 
with excesses and failures, were a harsh 
tutor for Xers and had a huge influence on 
their formative values (Codrington, 1999; 
Howe & Strauss, 1993:33). 

Xers are far better at living with 
uncertainty than Boomers; they are 
determined to be involved, responsible 
and in control. Rather than trying to fix 
everything, Xers focus on getting through 
today (Smith & Clurman, 1997:84; Howe 
& Strauss, 1993:166); they have grown up 
in a world where they see good and bad in 
all things, and every choice is a decision 
balancing rewards against risks (Jennings, 
1999:60; Smith & Clurman, 1997:86). 
They are the most socially pluralistic 
generation ever; diversity is the key fact 
of their lives (Smith & Clurman, 1997:91; 
Howe & Strauss, 1993:134). No one thing is 
inherently good or bad for this generation 
— all things are potential options and the 
trade-offs have to be weighed and balanced 
(Smith & Clurman, 1997:88; Arnold, 
2000:16; Gobe, 2001:13). 

Xers are sceptical and irreverent, ready 
to buy, but clever about marketing. 
Along with their diversity of opinions, is 
an unprecedented sophistication about 
advertising that comes from a lifetime 
spent watching more of it than any other 
generation. Their underlying values and 
attitudes about the marketplace pose 
interesting challenges to marketers. Xers 
refuse to allow their lives to be stripped 
to the stereotype of a marketing target 
group — they are strongly label- and slot- 
averse (White-Sax, 1999:21; Smith & 
Clurman, 1997:90). The flood of media 
and communications makes it difficult 
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for Xers to escape the feeling that it is all 
been done before, that there is nothing 
new left to be experienced or discovered. 
Xers have responded, by showing how a 
new attitude can work for brands (Smith & 
Clurman, 1997:98); that they do not need 
to fill up a blank canvass. “New” to them 
means finding the extreme edge of what is 
there already, and they paradoxically seek 
traditionalism in the spirit of diversity 
and perform traditional activities in an 
edgy, technological way (Kraus, 2000:28; 
Smith & Clurman, 1997:91). All choices 
are equally valid, it is acceptable to put 
together any combination of building blocks 
— deep understanding is largely beside the 
point, it is about how it looks, about how 
it feels (Smith & Clurman, 1997:93; Carey, 
1999:61). Xers feel as if they’ve seen it all 
and hard sell falls on deaf ears because they 
want an honest approach: one that gets to 
the point and sticks to the subject. They 
value clear, useful information, having 
grown up in a hailstorm of advertising 
messages, and they are discouraged by 
information that is packaged with bells 
and whistles (Smith & Clurman, 1997:94; 
White-Sax,1999:21; Carey, 1999:61; 
Silverman, 1999:2; Sweeney, 2001:3A). 
Xers are more committed to fun as a 
life value than Boomers ever were (Gobe, 
2001:15; Smith & Clurman, 1997:98); and 
this emphasis on fun is part of a broader 
focus on pragmatism -— the bottom line 
is about survival, not about ideology or 
mission — instead of getting caught up in 
bigger causes and movements. Xers are 
focused on making sure they can survive 
(Clarke, 2000:46; Smith & Clurman, 
1997:100; Howe & Strauss, 1993:115) and 
their pragmatism means hedging, holding 
back, having a backup plan, and betting 
like a short-seller (Jennings, 1999:58; 
White-Sax, 1999:22). This pragmatism 
means being modular, staying flexible, and 
being continually adaptable (Silverman, 
1999:6; Smith & Clurman, 1997:101). It 
also means being resourceful, charged with 
a sense of purpose and capability, driven 
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to succeed and confident of their own 
abilities. They are becoming the generation 
of entrepreneurs, getting things done on 
the strength of their own initiative (Clarke, 
2000:46; Smith & Clurman, 1997:102; 
Howe & Strauss, 1993:109). 

Xers are the prophylactic generation 
- witnessing the dismantling of political, 
economic and media institutions and 
“protect thyself’ has become their special 
commandment. Xers live for today, because 
they cannot depend on tomorrow (Carey, 
1999:60; Smith & Clurman, 1997:64) and 
they are the most peer-focused generation 
ever; they make stronger, more permanent 
cultural connections than any generation 
before them, and they populate small 
groups, all with distinctive ethics and 
characters, drawn and built from a variety 
of sources (Smith & Clurman, 1997:105); 
Xers are not only the most enthusiastic 
embracers of technologies, but also the 
most sceptical and incredulous, technology 
being part of their background. Using 
technology-speak and being technology- 
wise would not distinguish one marketer 
from another, but any marketer that 
does not do so will certainly stand out 
as generationally irrelevant (Smith & 
Clurman, 1997:106). 


Problem statement 


Generational theory has been researched in 
America, New Zealand, Canada, Australia, 
Western Europe, Russia, Israel, Japan, China 
and South Africa (Codrington, 1999) and 
has triggered interest in a wide variety of 
disciplines, including marketing. 

Very little empirical research has however 
been done to test the relevance of the theory 
in a marketing context by comparing and 
contrasting the buying behaviour of different 
generational cohorts and previous research 
has mainly focussed on developed countries. 
Generational cohort segmentation has 
proven successful in the United States (Howe 
& Strauss, 1999), and cohort values derived 
from defining moments have been found in 
other parts of the world, such as Germany, 


Brazil and Jordan (Schewe, 2000). Although 
largely anecdotal, studies by Codrington 
(1999) suggest that generational cohorts 
in South Africa also differ in potentially 
significant ways. 


Objectives and hypotheses 

The primary objective of the research study 
was to establish whether generational 
theory is useful as a segmentation tool 
in predicting South African consumers’ 
buying behaviour. 

In order to determine whether 
generational cohorts were viable and useful 
consumer segments, the study investigated 
whether these cohorts have — similar 
characteristics within each group and 
whether there is dissimilarity on those same 
characteristics between different groups. 
For the findings to be valid and useful to 
the marketer, these differences needed to 
be causal (motivating influences or other 
factors that define and shape behaviour) 
rather than merely descriptive. 

Literature on consumer behaviour 
revealed that both personal values and 
psychographics influence consumer 
behaviour and can therefore be useful 
measures in determining whether 
generational theory can be used as a 
segmentation tool (Dibb, 1998:395; Engel, 
Blackwell & Miniard, 2003:344; Hawkins, 
Best & Coney, 2001; Peter & Olson, 1994; 

Personal values represent consumer beliefs 
about life and acceptable behaviour. They 
are enduring — transcending situations or 
events — and express the goals that motivate 
people and appropriate ways to attain 
those goals. Psychographics is the principal 
measure of lifestyle - psychographic 
research measures how people spend their 
time engaged in various activities; what is 
of most interest or importance to them in 
their immediate surroundings; and their 
opinions and views about themselves and 
the world around them. (Engel, Blackwell 
& Miniard, 2003:344). 

Defining a brand, communicating 
the brand to relevant stakeholders and 


stimulating behaviour are key components 
of marketing strategy and the purpose 
of the study was therefore to determine 
whether the differences in values and 
psychographics (activities, interests and 
opinions) of different generations regarding 
brands, advertising and shopping are 
significant. 

The study consisted of an empirical 
investigation of the two generations most 
active in the South African marketplace 
today, namely Boomers and Generation 


Xers. It was a single, cross-sectional 
study. 
The following hypotheses were 


formulated from the research objectives: 

H1: Boomers and Xers differ significantly 
in terms of their personal values. 

H2: Boomers and Xers differ significantly 
in terms of their activities/interests/ 
opinions regarding brands. 

H3: Boomers and Xers differ significantly 
in terms of their activities/interests/ 
opinions regarding advertising. 

H4: Boomers and Xers differ significantly 
in terms of their activities/interests/ 
opinions regarding shopping 
behaviour. 


Method 


The study required the use of a quantitative 
research method because it was not 
attempting to obtain greater clarity on 
a vague research problem, but rather to 
generalise about a specific population, 
based on the results of a representative 


sample. 
The research focused on the two 
generational cohorts most active in 


the South African marketplace, namely 
Boomers and Xers (all people between 16 
and 53 years of age), representing more 
than 79% of the economically active 
population. Owing to budget constraints 
as well as the metropolitan and first-world 
bias inherent in the theory itself, the study 
was Gauteng-based and included only 
respondents earning in excess of R5 000 
personal income (after tax) per month. 
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16-24 year-old, full-time scholars and post- 
matric students at colleges, technikons and 
universities were included regardless of 
their personal income. 

Non-probability quota sampling was 
used. The sampling quotas and their control 
variables within the different groups were 
structured according to their configuration 
in the South African marketplace. The 
quotas were determined using Gauteng- 
based AMPS data. Age, income, gender 
and race were used as the quota control 
variables. The sample size was 225. 

For purposes of analysis, based on the 
Generational Theory and = specifically 
looking at the work of Codrington (1999: 


youth.co.za), Boomers and Xers were 

defined as follows: 

Boomers: 

— White, English-speaking, 31-53 year-old 
respondents; 


—- White, Afrikaans-speaking, 27-53 year- 
old respondents; 
— Black, 37-53 year-old respondents 


Xers: 

— White, English-speaking, 16-30 year-old 
respondents, 

— White, Afrikaans-speaking, 16-26 year- 
old respondents; 

— Black, 16—36 year-old respondents. 


Defined as mentioned above, the sample 
included 111 Boomers and 113 Xers. Table 
1 depicts the configuration of the sample. 
Quota sampling was used mainly due 
to cost constraints. Because the reliability 
of quota sampling can be questioned 
based on interviewers’ natural inclination 
to obtain information with the least 
possible trouble, the difficulty of building 
in controls for all relevant variables and 
the impossibility of verifying whether 
the sample is representative, certain 
additional precautions were taken. The 
four interviewers used were representative 
of the required sample (White Boomer, 
White Xer, Black Boomer and Black Xer) 
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Table 1: Sample configuration 




















Gauteng Age: 16-24 Age: 25-34 Age: 35-53 
ae Population | Sample | Population| Sample | Population| Sample 
WCI male 10.2% 8 43.6% 33 42.3% 32 
WCI female 27.3% 20 35.0% 26 40.9% 31 
Black male 30.5% 23 6.9% 5 8.4% 6 
Black female 32.0% 24 14.5% 11 8.4% 6 
Total 100% 75 100% 75 100% 75 
Generation X 75 38 - 
Boomer - 37 75 


























and the sample was validated by comparing 
the sample and population on the levels of 
education achieved (not used as a control 
variable). 

The research was carried out in the form 
of mall intercept surveys, which involved 
recruiting shoppers in a shopping mall, 
qualifying them and getting them to 
complete questionnaires. Recruitment 
commenced during the two middle weeks 
of two consecutive months to avoid 
month end rush. Recruiters were in field 
on Wednesday afternoons, Saturdays and 
Sunday mornings of these weeks. After a 
test-run, recruitment moved to the retail 
leisure section of malls as shoppers were 
far more relaxed and willing to complete 
questionnaires than those visiting anchor 
stores. To ensure a geographical spread 
of respondents the study included six 


malls in Gauteng namely Fourways 
Mall Johannesburg, Southgate Mall 
Johannesburg, Cresta Shopping Centre 


Johannesburg, Menlyn Pretoria, East Rand 
Mall Boksburg and Eastgate in Germiston. 
The qualifying questions were completed 
by the interviewer and the first three 
questions of the first two sections of the 
questionnaire were completed together 
with respondents to increase the reliability 
of results. 

The questionnaire was developed using 
Schwarz’s Ten Motivational Value Types 
as a framework (Hawkins, Best & Coney, 
1996: 507). Questions were informed by the 
literature review and constructed around 


the four hypotheses. Each hypothesis 
formed a themed section within the 
questionnaire with approximately 24 
questions per section. 

Section A of the questionnaire contained 
demographic related questions. Sections 
B and C of the questionnaire contained 
questions relating to personal values 
whereas sections D, E and F contained 
questions relating to psychographics. In 
section B respondents were asked to indicate 
their level of agreement or disagreement 
with each ofa series of statements related to 
their own personal values, and in section C 
they were asked to choose between sets of 
personal value words. In sections D, E and 
F respondents were requested to indicate 
the degree of agreement or disagreement 
with each of a series of statements related 
to an action, interest or opinion. Section 
D covered questions regarding brands, 
section E questions regarding advertising 
and section F questions regarding actual 
shopping behaviour. Semantic differential 
and Likert scales (5 point) were used. 

The desired level of significance for the 
study was 0.05 and Analysis of variance 
was used to compare the two sample means 
to determine whether a difference exists 
between the Boomer and Xer generations. 
A p-value smaller than 0.05 indicated a 
significant difference. 

Regression and correlation measures were 
also used to determine whetherarelationship 
exists between generational cohort/age and 
personal values and _activities/interests/ 


opinions regarding brands, advertising and 
shopping behaviour. Regression analysis 
was used to determine a coefficient of 
determination, R’, which provided insight 
by establishing the importance of the 
predictor variable (age) in predicting the 
response variables and the overall strength 
of the relationship. This established the 
overall usefulness of the regression model 
as a predictor of the response variables. 
The correlation coefficients of the different 
response variables were computed and 
used as an indication of the strength of the 
association between these variables and the 
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predictor variable (age). The calculations 
for the correlation coefficients are not 
shown in table format but the results are 
reported. 


Findings 

The following is a 

findings: 

H,: Boomers and Xers differ significantly 
in terms of their personal values. 


summary of the 


Table 2 illustrates the differences found 
between Boomers and Xers with regards to 
their personal values. 


Table 2: Analysis of variance for questions relating to Personal Values 




















Section B Section C 
No Value tested p- No Value tested p- 
(B) Boomer value value (B) Boomer value value 
(X) Xer value (X) Xer value 
B Hedonism — personal fulfilment B Power — winning 0.79 
B Achievement — personal growth B Security — fighting to win 0.78 
X Self-direction — hedging B Stimulation — nostalgia 0.65 
B Stimulation — nostalgia X Self-direction — pragmatic 0.12 


X Universalism — equality 





B Power — entitlement 


B Tradition — traditional values 





X Achievement — pragmatic 


X Tradition — friends over family 





1 
2 
3 
4 
5 B Power — winning 
6 
7 
8 


B Self-direction — simplification 


B Universalism — superiority 





9 X Hedonism — fun 


B Self-direction — simplification 





10 B Power — control and info 


X Self-direction — hedging 





11 B Self-direction — focus on self 


X Stimulation — extreme edge 





12 | X Stimulation — extreme edge 


B Self-direction — focus on self 





13 | X Self-direction — pragmatic 


X Achievement — pragmatic 





14 | X Power - self-dependence 


B Power — control and info 





15 X Self-direction — balanced 


B Power — entitlement 





16 B Stimulation — self reward 


X Stimulation — diversity 





17 | X Self-direction — adaptable 


B Stimulation — self reward 





18 | X Security — get through today 


X Self-direction — adaptable 





19 X Tradition — creative 





S)a]Slalalela]slsfsfefefsfofulafeln|- 


B Self-direction — individuality 





20 | X Universalism — equality 


N 
fo) 


X Self-direction — embrace change 





21 X Tradition — friends over family 


N 
= 


X Power — self dependence 





22 | B Universalism — superiority 


N 
N 


X Hedonism — fun 





23 B Tradition — traditional values 


24 X Tradition — non-traditional 





N 
Ww 


X Tradition — creative 


24 | B Achievement - personal growth 0.62 











25 | X Security — get through today 0.30 











p-value equal or smaller than 0.05 is significant 
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Only four of the twenty-four personal 
values tested in section B and three of 
the twenty-five personal values tested in 
section C showed significant differences 
between Boomers and Xers and hypothesis 
H, could not be accepted. 

Table 3 depicts the detail of the individual 
questions where significant differences 
were identified. 

Regression and correlation measures were 
used to determine whether a relationship 
exists between generational cohort/age and 
personal values (sections B and C). The 
coefficients of determination were calculated 
and values of 0.327 (Questions B1-B24) 
and 0.421 (Questions C1-—C25) were found. 
Values close to 1 indicate a close association 
and values close to O indicate virtually no 
association between variables. It can therefore 
be concluded that there is a significantly low 
association between the proposed predictor 
variable (age) and the response variables 
regarding personal values. 

As personal values lie at the heart of the 
generational theory this raises some doubt 
regarding the usefulness of the generational 
theory in a marketing context. 


H,: Boomers and Xers differ significantly 
in terms of their activities/interests/ 
opinions (AIO) of brands 

Table 4 illustrates the differences found 
between Boomers and Xers with regards 
to their activities, interests and opinions 
regarding brands. 

Only three of the twenty-four activities, 
interests and opinions regarding brands 
tested in section D showed significant 
differences between Boomers and Xers and 
hypothesis H, could not be accepted. 

Table 5 shows the detail of the individual 
questions where significant differences 
were identified. 

Regression and correlation measures were 
used to determine whether a relationship 
exists between generational cohort/age and 
activities, interests and opinions regarding 
brands. The coefficient of determination 
was calculated as 0.364. The coefficient is 
closer to 0 than 1 and therefore indicates 
a low association between the proposed 
predictor variable (age) and the response 
variables related to activities, interests and 
opinions regarding brands. 


Table 3: Personal values showing significant differences 





p- 


Boomer Generation X 





Question oe ey 


Mean 


Mode sD Mean Mode sD 





Section B: Indicate your level of agreement or disagreement with the following statements, 
1 indicating total agreement and 5 indicating total disagreement. 











B5) | always expect the best — and 0.03 2.73 3 1.23 2.31 1 1.38 
I'll make sure that | get it 

B7) Success is about output, not 0.029 3.46 2 0.21 4.12 4 2.06 
effort 

B22) | have no interest in 0.015 3.6 5 1.78 4.24 4 1.82 


following the latest fashion trends 





B23) | have a very strong set 0.023 2.47 
of moral values and make all 


decisions based on it 


2 1.41 2.9 3 1.45 





Section C: Indicate on a scale from 1-5, the level to which you prefer one word to the other (3 = the 




















same) 
C6 1: Moral 5: Open- 0.003 3.05 3 1.24 3.6 4 1.20 
minded 
C14 | 1:Accept | 5: Control 0.012 2.63 1 1.23 3.09 3 1.26 
C15 | 1: Right 5: Privilege | 0.012 3.46 4 1.30 2.97 1.28 
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Table 4: Analysis of variance relating to questions regarding activities, interests and opinions of Brands 





























Section D 
No Psychographic tested p- No Psychographic tested p- 
(B) Boomer value value (B) Boomer value value 
(X) Xer value (X) Xer value 
1 B Self-direction — individuality 0.06 13 | B Security — fight to win 0.11 
2 X Self-direction — like change 0.05 14 | X Stimulation — diversity 0.17 
3 X Self-direction — hedging 15 | B Power - entitlement 0.70 
4 X Security — get through today 16 | B Stimulation — nostalgia 1.0 
5 B Self-direction — simplification 17 | B Tradition — traditional values 0.89 
6 B Hedonism — personal fulfilment X Stimulation — extreme edge 
7 B Stimulation — self reward X Self-direction — pragmatic 
8 B Power — control and info X Tradition — creative 





9 X Hedonism — fun 


X Achievement — task focussed 





10 | B Achievement — personal growth 





B Power — winning 


























11 B Self direction — self reflection 23 | X Hedonism — fun 0.38 
12 | B Universalism — superiority 24 | X Universalism — equality 0.79 
p-value equal or smaller to 0.05 is significant 
Table 5: Activities, interests and opinions regarding brands showing significant differences 
Boomer Generation X 
Question p-value 
Mean Mode S dev Mean Mode S dev 





D1) | choose brands 0.006 2.36 
irrespective of other 


people’s approval 


Section D: Indicate your level of agreement or disagreement with the following statements regarding 
brands, 1 indicating total agreement and 5 indicating total disagreement. 





1 2.03 2.97 3 1.59 





D2) | won't be loyal to 0.046 3.49 
any brand for the rest of 


my life 


1 2.02 4.07 4 1.91 





D11) lam very specific 0.032 4.7 
about the brands | use 
— they position me in the 


eyes of other people 














5 1.91 4.12 4 1.8 

















Successful segmentation initiates different 
branding activities and the absence of 
differences between the two generations 
indicates that generational cohort 
segmentation would be of limited use to 
brand managers. 

H,: Boomers and Xers differ significantly 
in terms of their activities/interests/ 
opinions of advertising. 

In Table 6 the differences found between 
Boomers and Xers with regards to their 


activities, interests and opinions regarding 
advertising are shown. 

Only two of the twenty-four activities, 
interests and opinions regarding advertising 
tested showed significant differences 
between Boomers and Xers and hypothesis 
3 could not be accepted. 

Table 7 illustrates the detail of the 
individual questions where significant 
differences were identified. 
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Table 6: Analysis of variance of questions relating to activities, interests and opinions of Advertising 

































































Section E 
No Psychographic tested p- No Psychographic tested p- 
(B) Boomer value value (B) Boomer value value 
(X) Xer value (X) Xer value 
1 B Power — control and info 0.29 13 | X Security — get through today 0.73 
2 X Achievement — pragmatic 0.33 14 | B Universalism — superiority 0.11 
3 X Hedonism — fun 0.59 15 | X Tradition — creative 0.06 
4 B Self-direction — simplification 0.12 16 | B Power - winning 0.06 
5 X Self-direction — pragmatic 0.62 17 | B Power - expectation 0.06 
6 X Stimulation — diversity 0.08 18 | X Self-direction —- embrace change 0.37 
7 X Stimulation — extreme edge 0.18 19 | B Stimulation — self reward 0.93 
8 B Self-direction — focus on self 1.0 20 | B Self-direction — individuality 0.51 
9 X Self-direction — hedging 0.13 21 | X Power — self dependence 0.1 
10 | X Universalism — equality 0.03 22 | B Tradition — traditional values 0.56 
11 | X Self-direction — adaptable 0.26 23 | B Security — fight to top 0.22 
12 | B Hedonism — personal fulfilment 0.75 24 | B Stimulation — nostalgia 0.04 
p-value equal or smaller to 0.05 is significant 
Table 7: Activities, interests and opinions regarding advertising showing significant differences 
Question Value p- Boomer Generation X 
fesred | 2vallee Mean Mode SD Mean Mode sD 








Section E: Indicate your level of agreement or disagreement with the following statements regarding 
advertising, 1 indicating total agreement; and 5 indicating total disagreement. 








E10) | often enjoy ads that are 0.03 3.18 4 1.56 3.68 4 1.58 
obviously aimed at other people 
E24) | like ads that remind me of 0.04 4 1.78 1.78 3.44 2 1.83 


the good old days 





























Regression and correlation measures were 
used to determine whether a relationship 
exists between generational cohort/age and 
activities, interests and opinions regarding 
advertising. Thecoefficientofdetermination 
was calculated as 0.281. The coefficient is 
closer to 0 than 1 and therefore indicates 
a low association between the proposed 
predictor variable (age) and the response 
variables related to activities, interests and 
opinions regarding advertising. 

Successful segmentation initiates different 
communication methods and styles and the 
limited number of differences between the 
two generations indicates that generational 
cohort segmentation would be of limited 
use to advertisers. 


H,: Boomers and Xers differ significantly 
in their activities/interests/opinions in 
terms of shopping behaviour. 


Table 8 illustrates the differences found 
between Boomers and Xers with regards 
to their activities, interests and opinions 
regarding their shopping behaviour. 

Only two of the twenty-four activities, 
interests and opinions towards their 
shopping behaviour tested in section F 
showed significant differences between 
Boomers and Xers and hypothesis 4 could 
not be accepted. 

Table 9 contains the detail of the 
individual questions where significant 
differences were identified. 
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Table 8: Analysis of variance of questions relating to activities, interests and opinions of Shopping 


















































Section F 
No Psychographic tested p- No Psychographic tested p- 
(B) Boomer value value (B) Boomer value value 
(X) Xer value (X) Xer value 
1 B Achievement — personal growth 0.86 13 | B Self-direction — individuality 0.71 
2 B Power — control and info 0.89 14 | X Self-direction — adaptable 0.47 
3 B Power — winning 0.39 15 | X Power - self dependence 0.75 
4 X Self-direction — pragmatic 0.34 16 | B Self-direction — focus on self 0.60 
5 B Tradition — traditional values 0.59 17 | X Stimulation — adaptable 0.72 
6 X Tradition — friends first 0.17 18 | X Universalism — equality 0.84 
7 X Stimulation — extreme edge 0.62 19 | B Stimulation — nostalgia 0.92 
8 X Self-direction — hedging 0.44 20 | B Power - entitlement 0.69 
9 X Hedonism — fun 0.02 21 B Hedonism — personal fulfilment 0.17 
10 | X Achievement — task focus 0.02 22 | B Stimulation — self reward 0.30 
11 B Self-direction — simplification 0.83 23 | B Safety — fight to top 0.42 
12 | X Security — get through today 0.21 24 | X Tradition — creative 0.09 











p-value equal or smaller to 0.05 is significant 


Table 9: Activities, interests and opinions regarding shopping behaviour showing significant differences 





Question p- 


Boomer Generation X 





value 


Mean 


Section F: Indicate your level of agreement or disagreement with the following statements regarding 
your shopping behaviour, 1 indicating total agreement and 5 indicating total disagreement. 


Mode sD Mean Mode sD 





F9) | hardly ever need a rational 0.017 4.09 
reason for buying something 
F10) Most of my best buys were 0.002 4.44 


impulsive and without too much 
consideration 











4 1.97 3.44 3 1.72 


5 1.82 3.62 4 1.67 























Regression and correlation measures were 
used to determine whether a relationship 
exists between generational cohort/age and 
activities, interests and opinions regarding 
shopping behaviour. The coefficient of 
determination was calculated as 0.443. 
The coefficient is closer to 0 than 1 and 
therefore indicates a low association 
between the proposed predictor variable 
(age) and the response variables related to 
activities, interests and opinions regarding 
advertising. 

Segmentation needs to be actionable and 
the fact that the groups have not proven 
to be significantly different indicates that 
generationally determined segments will be 
of limited use to retailers and marketers. 


DISCUSSION AND IMPLICATIONS 


Statistically, there is limited evidence to 
support the usefulness of the generational 


theory as a marketing segmentation 
tool. 
Analysis of variance indicated that 


there are only a few significant differences 
between Xers and Boomers with regard 
to their personal values and _ activities, 
interests and opinions about brands, 
advertising and shopping behaviour. 
Measures of association further indicated 
that a significantly low association exists 
between age as a predictor variable and the 
various response variables. 

The significant differences identified in 
the study as well as the use of descriptive 
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Statistics and extreme response variables 
rather than means, identified broad 
generational characteristics specific to 
South African generations that could form 
broad themes for future investigation. 
Characteristics of Boomers identified 
in the South African marketplace and 
influenced by the findings included: (the 
mean value’ of the answer pertaining to the 
relevant statements is indicated in brackets 
after the conclusion). 
¢ Individuality over conformity (Smith 
& Clurman, 1997:51.57; Schewe, 2000) — 
South African Boomers regard themselves 
as non-conformists (3.16), they perceive 
themselves as 1) Where 1 = do not agree 
and 5 = strongly agree) individualists and 
demand products and communication 
that fit their individuality (3.7). They 
choose brands irrespective of mass- 
market approval (2.36). 


Mass customisation is crucial in targeting 

this generation effectively. 

e Personal fulfilment (Wilber, 1999; 
Burkart, 2000:2; Smith & Clurman, 
1997:43) — Boomers have a high interest in 
personal fulfilment (3.2) and and growth. 
They also esteem admiration and social 
status more highly than wealth (2.62). 


Marketers should offer Boomers 
opportunities to find fulfilment and 
growth. 


e New ways to win (Smith & Clurman, 
1997:44) — From the findings it is clear 
that South African Boomers want to 
think of themselves as winning shoppers. 
They seem to care little about following 
trends and are more concerned with 
avoiding ‘marketing traps’. South African 
Boomers seem quite oblivious to brands 
(3.33) -— they are less likely than Xers 
to be slaves to fashion (3.60) and don’t 
regard themselves as brand—conscious or 
brand-loyal (3.49). They are less likely 
than Xers to pay more for products 
simply because they are branded (2.98) 
and feel that brands influence con people 


into paying more for products than their 
actual worth (3.10). Boomers are also less 
impressed by “deals” than Xers and regard 
them in a very sceptical light (3.94). They 
are extremely critical of advertisers and 
believe they make promises that they 
can’t keep (3.41). They hardly ever read 
letters received from advertisers (3.24). 


Marketers should work at improving 

their reputation among Boomers, mirror 

Boomer’s own strong value set and come 

up with innovative ways to make Boomers 

feel like winning consumers. 

¢ Less stress through simplification 
(Bainbridge, 1998:21; Gobe, 2001:10; 
Smith & Clurman, 1997:60) - South 
African Boomers, like their American 
counterparts, indicated that although 
as mentioned above they are not brand 
conscious, they are loyal to brands that 
have proven themselves (4.70) — and will 
stay loyal to these brands regardless of 
shifting fashions (2.98). 


Although strong Boomer characteristics 
were evident among 31-53 year-old South 
Africans, the country’s unique socio 
political circumstances could potentially 
have had a strong influence on this group. 

South African Boomers seem less stressed 
and more optimistic than the literature 
would suggest (Bainbridge, 1998:21; Gobe, 
2001:10; Smith & Clurman, 1997:60). They 
are less concerned with the past (4.70) 
and are optimistic about what the future 
may hold for them (4.97). Although South 
African Boomers, true to their generational 
characteristic prefer stability to change 
(2.82), they indicated a positive attitude 
towards change (3.00) — a characteristic 
that might be related to the amount of 
change that has taken place in the country 
over the past decade. 

South African Boomers strongly embrace 
diversity (3.14) and believe in equality 
(3.53), rather foreign characteristics for 
such an individualistic and self-centred 
(Wilber, 1999; Burkart, 2000:2) generation 


and probably influenced more by South 

Africa’s unique cultural environment than 

by their age. Boomers across the world 

have strong beliefs and morals and South 

African Boomers are no exception (2.47). 
Characteristics of Xers identified in the 

South African marketplace and influenced 

by the findings included: 

e Pragmatism rules (Clarke, 2000:46; 
Smith & Clurman, 1997:100) — For Xers, 
life is about survival and hard work 
(2.75), not ideology or mission. South 
African Xers consider themselves highly 
pragmatic (3.44) and open-minded (3.60). 
Compared with Boomers, they are more 
passionate, almost aggressive about their 
expectations from life and are convinced 
that it simply depends on them to make 
it happen (2.31). 


Marketers should not be in the business of 
selling dreams (2.88), but rather practical 
empowerment to make the right decisions. 
e Hard sell is out (Smith & Clurman, 
1997:94; White-Sax, 1999:21; Carey, 
1999:61; Silverman, 1999:2; Sweeney, 
2001:3A) - No generation has grown 
up amidst more information and 
media coverage than Xers. Similar to 
their American counterparts, South 
African Xers long for honest and 
useful communication (2.15). They are 
attracted to information and _ logical 
decision-making (3.31) rather than to 
pure entertainment (3.73). They expect 
brands and advertising to empower them 
with information and to make promises 
the manufacturers can deliver on (2.71). 
New is the eclectic combination of 
old things (Kraus, 2000:28; Smith & 
Clurman, 1997:91) — According to the 
review Xers don’t need to fill up a blank 
canvass. Xer styles sample and rearrange 
what’s already around, reworking old 
things into new fashion and styles. South 
African Xers also seem more interested 
in the yesteryears than Boomers, find 
old brands interesting (3.27) and like ads 
with a retro flavour (3.44). 
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¢ Loyal to a brand attitude (Smith & 
Clurman, 1997:98) - Although South 
African Xers prefer rational and honest 
communication, they are impulsive 
(3.62) and emotional (3.44) buyers. They 
embrace change (3.01) and are very open- 
minded (3.60). They are willing to try out 
new brands (3.27) and regularly switch 
between certain accepted brands within a 
category (3.12), but are very specific about 
the type of brands they choose (4.12). They 
prefer buying brands that are fashionable 
and indicate quality (3.61). 


Marketers should ensure they are up to 
date with what attitudes appeal to this 
generation and always have their basic 
product intrinsics intact. 

It seems as if family still plays an integral 
role in South African Xers’ lives, and 
that unlike their American counterparts 
(Smith & Clurman, 1997:105), they don’t 
regard their friends as more important 
(4.19). 


LIMITATIONS OF THE STUDY AND 
FUTURE RESEARCH 

A great deal of time was spent on the 
analysis of whether significant differences 
exist between Boomers and Xers and the 
hypotheses tested and questions formulated 
were based on an American framework. It 
seems as if greater value would be derived 
from going back to the basics of the theory 
and identifying potential differences 
in values based on a study of the social 
and political environment specific to 
South Africa and then refining these 
concepts qualitatively before testing them 
quantitatively. 

The questionnaire was very long and 
extensive (six sections containing 24 
questions each) and should be condensed. 
Although the study clearly indicated that 
the generational theory should be applied 
with caution in a marketing context, it is 
proposed that more qualitative techniques 
such as laddering should be used to explore 
the topic further. 
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Market segmentation of the consumer 
market in South Africa 


J.H. Martins 
Bureau o f Market Research, 
University ofSouth Africa 


ABSTRACT 


The consumer market can be segmented in various ways. This article concentrates on the 
calculation of the size of the South African consumer market, segmented by geographical area 
and demographic characteristics of households. Geographical segmentation is shown by 
province while the size of the South African consumer market is shown by population group, 
income group, life stage and life plane. The determining factors in segmentation of households 
by life plane and life stage are the level of education and age of the head of the household. Six 
life planes and five life stages are distinguished. In the absence of national expenditure data by 
Living Standards Measure (LSM®)* group, segmentation by LSM group is explained by means 
of expenditure data of households in Gauteng. Ten different LSM groups can be distinguished, 
depending on the amenities owned by the household, services used by them and where they 
live. Segmentation by type of outlet where consumers spend their money is explained in the 
article according to two major types of outlets namely, formal and informal outlets, each further 
subdivided into four groups. 





their first occurrence in the text. Later occurrences are deemed to refer to the registered trademarks. 


INTRODUCTION the youth market) and geographic markets 
Business people often use the term market (e.g. the Botswana market); or they extend 
to cover various customer groupings. They the concept to cover other markets, such 
talk about need markets (e.g. the diet- as voter markets, labour markets and donor 
seeking market), product markets (e.g. the markets. Kotler (2003:10) distinguishes five 


shoe market), demographic markets (e.g. _ basic markets as shown in Figure 1. 


Figure 1: Structure of flows in a modern exchange economy 
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Manufacturers go to resource markets 
(raw-material markets, labour markets, 
money markets), buy resources and turn 
them into goods and services, and then 
sell finished products to intermediaries, 
who sell them to consumers. Consumers 
sell their labour and receive money with 
which they pay for goods and services. The 
government collects tax revenues to buy 
goods from resource markets, manufacturer 
markets and intermediary markets, and 
uses these goods and services to provide 
public services. Each nation’s economy and 
the global economy consist of complex 
interacting sets of markets linked through 
exchange processes. The structure of the 
South African consumer and_ business 
market is shown in Figure 2. 


OBJECTIVES OF PAPER 


The purpose of this paper is to lookat the size 
and structure of and means of segmenting 
the South African consumer market. This 
kind of information is vital for, inter alia, 
retail companies to take decisions on the 
location of their outlets. The consumer 
market represents expenditure on products 
and services by private households and 
nonprofit institutions. However, nonprofit 
institutions will be excluded in the rest 
of the paper. Private households can be 


segmented according to a wide variety of 
characteristics, which will be discussed in 
the next section. 

There are also various ways of segmenting 
the business market, the most common 
being segmentation according to the 
Standard Industrial Classification (SIC), 
segmentation according to geographical 
location and segmentation according to 
size group. The latter can be measured by 
employment, turnover and/or electricity 
consumption. However, segmentation of 
the business market falls outside the scope 
of this article. 


SEGMENTATION OF THE CONSUMER 
MARKET 


Churchill and Peter (1998:201) describe 
market segmentation as a process of 
dividing a market into groups of potential 
buyers who have similar needs and wants, 
value perceptions or purchasing behaviour. 
The particular market segment that a 
marketer selects to serve is called a target 
market. 

Kotler (2000:263-71) distinguishes five 
types of consumer market segmentation, 
namely behavioural, demographic, geo- 
graphic, multi-attribute and psychographic 
segmentation. Churchill and Peter 
(1998:205-17) distinguish the following 


Figure 2: Structure of the potential consumer and business market in South Africa, 2000 
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types of segmentation: demographic and 
psychographic segmentation, segmentation 
based on thoughts and feelings, segmentation 
based on purchase behaviour and multiple 
bases for segmentation (geodemography). 
Strydom, Cant and Jooste (2000:106-18) 
distinguish four types of segmentation, 
namely geographic, demographic, psycho- 
graphic and behavioural segmentation. 

The most common means of segmenting 
consumer markets is to use demographic 
segmentation, which involves dividing 
the market on the basis of population 
characteristics. This may be because of the 
relative ease with which the approach can 
be applied. Information about variables 
such as gender, age, race or ethnicity, 
income level, occupation, education level, 
and household size and composition is 
readily available from population censuses 
and other official statistics. 

With geographic segmentation, the market 
is divided into different geographical 
units such as provinces, regions that may 
extend across provincial borders, countries 
or a group of countries such as the SADC 
countries, metropolitan areas, cities or 
neigbourhoods, suburbs or townships. 
Population density or type of township 
(formal vs informal) and climate may also 
be important in segmentation. 

While demographic and geographic 
segmentation are relatively simple and 
straightforward, psychographic segmentation 
is not. People are divided into different 
groups on the basis of lifestyle, personality, 
social class and/or values. Kotler (2000: 
266-7) distinguishes six categories, namely 
strivers, devouts, altruists, intimates, fun 
seekers and creatives. Churchill and Peter 
(1998:211) refer to the following five 
psychographic categories as identified by 
Global Scan: strivers, achievers, pressured, 
adapters and traditional. Strydom et. al. 
(2000:114) refer to the following five 
value groups as identified by AC Nielsen 
MRA’s Sociomonitor Value Groups’ Survey: 
conformists, traditionals, progressives, 
nonconformists and todayers. 


Parker (1998) suggests market 
segmentation by life stage and life plane, 
which can be seen as a combination of 
some elements of demographic and psycho- 
graphic segmentation. A matrix approach 
may be used to combine both measures in 
order to develop a single easy-to-use tool 
that retains all the qualities of the measures 
individually, and adds a substantial depth 
of perspective. 

Segmentation of markets by life stage or 
age group shows how a person’s lifespan 
can be divided into five-year periods as 
shown in Table 1. 

In each of these periods, peoples’ 
circumstances, interests, activities, 
buying behaviour and levels of consumer 
expenditure change. Let us take one 
specific socioeconomic group and look 
more closely at peoples’ activities during 
three of these life stages. In life stage 6 
(age group: 16 — 20) people are generally 
finishing high school or busy with tertiary 
education. A few work full time; many 
have part-time jobs. They mainly live 
with their parents. Their income consists 
mainly of allowances and they spend most 
of this on petrol and entertainment. Life 
stage 7 (age group: 21 - 25, the ‘freedom 
years’) encompasses wonderful years with 
newly qualified people just starting out in 
their careers. They live in flats or possibly 
communes. These are courting years, and 
fun and entertainment feature strongly. 
Expenditure is self-indulgent - they spend 
their money on fashionable clothing, 
steakhouse meals, travelling, audio and 
video equipment, and a second-hand car 
on installment purchase. Sport and outdoor 
activities are a great attraction and a 
considerable quantity of beer is consumed. 
People in life stage 8 (age group: 26 - 30) 
are the ‘newlyweds and baby blues’; they 
are people with new _ responsibilities. 
Many are newlywed, live in flats and both 
partners commute to work. The first baby 
arrives and these young parents need to 
change their lifestyles drastically as they 
learn to cope with nappies, disturbed 
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Table 1: Life stage model 





Life stage Age 


First generation 1to5 


Age 
6to 10 


Age 
11 to 15 


Age 
16 to 20 


Age 
21 to 25 


Age 
26 to 30 





. Infants, toddlers & preschoolers 





. Primary schoolers 





. Senior schoolers 








. Freedom years 





1 
2 
3 
4. Preparation years 
5 
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. Newlyweds & baby blues 





Second generation 31 to 35 | 36to 





7. Homemakers 





8. Career builders 





9. Middle madness 





10. Family focusers 





11. Empty nesters 





12. Easing offers 





13. Retirementees 


Third generation 61 to 65 | 66 to 





14. Down scalers 





15. Granny flatters 





16. Institutioners 





























Source: Parker (1998). 


sleep, doctors’ bills, toys, baby-sitters and 
playgroups. They spend most of their 
income on meeting practical needs - 
they buy washing machines and nursery 
equipment, and entertainment is more 
than a little curtailed. 

Education is the key element of 
segmentation by life plane or sociopolitical 
group. Buying behaviour, store choice and 
consumer expenditure levels are a function 
of life plane. While education influences 
attitudes and perceptions and plays a 
major role in shaping expectations and 
aspirations, it is also the key to a person’s 
choice of career, and there is little doubt 
that education influences performance. 

To reflect the socioeconomic strata in 
the South African market adequately, 
Parker (1998) distinguishes between six life 
planes based on education levels. People at 
these different planes can be described as 
follows: 







































































e Life plane A 
People in the top life plane are doctors, 
lawyers, accountants, architects and 
engineers. They are usually graduate 
professionals. 

e Life plane B 
Plane B people are generally found in 
business. They do not have university 
degrees, but have studied beyond school 
and have been awarded a diploma. Many 
reach senior positions in business. 

e Life plane C 
Plane C people have completed their 
schooling, but have not studied further. 
They tend to be found in sales or clerical 
positions in business. 

e Life plane D 
Plane D people generally have completed 
three or four years of senior school 
education and tend to follow technical 
careers. Many become artisans (plumbers, 
electricians, mechanics, etc.). 
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e Life plane E 
Plane E people have completed only one 
or two years of senior school education, 
and many find jobs as factory workers 
and artisans’ assistants. 

e Life plane F 
Plane F people have no_ secondary 
schooling and many are barely literate. 
Most people in this category find 
employment as domestic servants, 
gardeners and labourers. 


The importance of education is reconfirmed 
when household income is analysed by 
social class across the life stages. The better 
educated a person is, the more he or she is 
likely to earn. 

An analysis of expenditure by life plane 
shows that the magnitude of expenditure 
is not in line with income across the life 
stages, and the patterns shown between 
the planes are very similar, with peaks and 
valleys at the same points as shown in 
Figure 3. 

This finding is extremely important. 
Simply because a household earns a certain 
income does not mean that they will spend 
that income in the same way and on the 
same things that other people with the same 


income would. Expenditure is very clearly 
a function both of life stage and life plane. 
Particulars of the head of the household 
(age and qualification) determine the cell 
into which a household falls. 

As mentioned earlier, market segmen- 
tation denotes the division of a market into 
identifiable parts. The ESOMAR Social Grade 
(ESOMAR 1997) has attempted to lay down 
guidelines for such identifiable parts for 
households living in the European Union 
(EU). The development of the ESOMAR 
Social Grade is based on the philosophy of 
comparability of segments of people across 
nations in the EU. The ESOMAR Social 
Grade is a composite variable constructed 
from: 
the occupation of the main income 
earner in the household (the MIE) 
the terminal education age (TEA) of the MIE 
following a period of employment and, 
in the case of nonactive MIEs, the 
economic status of the household, based 
on the household ownership level of ten 
selected consumer durables 


During 1988/89 the South African 
Advertising Research Foundation (SAARF®) 
developed a measure called the SAARF All 


Figure 3: Household expenditure on clothing, footwear, accessories by life stage and life plane, 1995 
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Media and Products Survey (AMPS®) Living 
Standards Measure (LSM®), which was 
better able to distinguish living standards 
than any single demographic variable 
(SAARF 2001). The LSM is a scale used for 
indicating the wealth status of a group. 
The eight levels initially distinguished were 
later extended to ten. 

During 2001 SAARF decided to create 
an improved Living Standards Measure 
and launched a new SAARF Universal LSM 
structure (SAARF 2001). The new SAARF 
Universal LSM is based on universally 
applicable variables only. This means that 
all respondents can answer all the LSM 
questions, leading to a new universal index 
applicable to all adults of age 16+ years, 
without introducing a bias such as the 
one created by the “supermarket shopper” 
in the past, which sometimes led to a 
husband and wife not being in the same 
LSM category. The new SAARF Universal 
LSM is similar to the old version, but starts 
out with ten groups. What was previously 
referred to as LSM 7 low, 7 high, 8 low and 
8 high are now known as groups 7, 8, 9 and 
10 respectively. As South Africa’s society 
develops, the SAARF Universal LSM has 
the ability to be extended beyond ten, and 
groups 11, 12 and so forth will be added as 
time goes by. 

Of the original list of 20 variables used 
to determine a person’s LSM category in 
the previous LSM system, 15 household 
variables have been carried through to the 
SAARF Universal LSM. In addition, the total 
number of variables has been extended to 
29 to give finer definition to the scale. 

The 29 variables are as follows: Hot 
running water, fridge/freezer, microwave 
oven, flush toilet in/outside house, no 
domestic in household, VCR, vacuum 
cleaner/floor polisher, no cellphone in 
household, traditional hut, washing 
machine, PCin home, electric stove, TV set, 
tumble-drier, home telephone, less than two 
radio sets in household, hi-fi/music centre, 
rural outside Gauteng/W Cape, built-in 
kitchen sink, home security service, deep 


freezer, water in home/on plot, M-Net/ 
DStv subscription, dishwasher, electricity, 
sewing machine, living in Gauteng, living 
in the Western Cape and motor vehicle 
in household. For more details the reader 
should refer to the AMPS technical report 
that is available from SAARF or on the 
Internet (SAARF 2001). 

Market segmentation by type of outlet can 
also play an important role in distribution 
decisions by suppliers of goods and services. 
Lucas, Bush and Gresham (1994) state that 
increased competition, new technology, 
and changing demographics challenge 
retailers to develop new strategies for 
success. The effect of these forces is apparent 
in the changing structure of retailing. In 
the 1980s, as growing numbers of retailers 
vied for a share of the consumer’s dollar, 
many firms were forced to merge or 
were bought out by stronger firms. New 
technology enabled retailers to devise new 
ways to meet customers’ needs, which were 
also changing. In the 1990s, as retailers 
struggled to survive the turmoil of mergers, 
acquisitions, and liquidations, their future 
lay in their ability to meet customers’ needs 
and desires creatively. As always, customers 
gravitate to those retailers with which they 
feel most comfortable. As customers’ needs 
and wants change, retailers will have to 
change with them or cease to exist. 

Whereas retailers in first world countries 
have to adapt to customers’ sophisticated 
needs, traditional retailers and informal 
retailers in third world or developing 
countries are increasingly having to adapt 
to different needs. Informal retailers play 
an important role in South Africa. Ligthelm 
and Masuku (2003) state that 58.3% of total 
consumption expenditure (ie expenditure 
of households on goods and services) was 
spent on goods and 41.7% on services in 
2002. Potential retail sales (ie expenditure 
on goods minus expenditure on personal 
transport equipment such as cars, tyres, 
petrol, paraffin and household fuel and 
power such as electricity) amounted to 
R316 581 million. Of this R206.7 billion 
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or 65.3% was channelled through formal 
retail outlets such as Pick ’n Pay, Checkers, 
Spar and other retail outlets. Just more 
than a third (34.7% or R109.9 billion) 
was channelled through the following 
outlets: 

e informal retail outlets such as spazas, 
hawkers and township general dealers 
non-store retailers such as mail order 
services and vending machines 
non-retail establishments such as 
wholesalers and agricultural and 
manufacturing outlets 
e-commerce/e-tailing services 


It is estimated that approximately 10% 
of potential retail trade, amounting to 
approximately R32 billion, was channelled 
through informal outlets in 2002. A 
substantial portion of these sales can be 
attributed to spazas, hawkers and township 
general dealers. 


TOTAL HOUSEHOLD EXPENDITURE 


Total household expenditure or consumer 
market potentials can be calculated by 
using household expenditure data obtained 
through consumer surveys (direct method) 
and/or by using statistical series (indirect 
method) (Martins, Loubser & Van Wyk 
1996:496-S00). 
¢ Consumer surveys 
In consumer surveys the expenditure 
patterns of households are usually 
determined from a random sample of 
households, and then the total consumer 
market for a specific product in a 
particular region or regions is calculated 
by raising the sample results to the 
universe. Ordinary consumer surveys 
reveal the size of the current market 
for a particular product; future market 
potentials are determined over the short 
term by including questions about future 
buying intentions in the questionnaire. 
Unlike most of the other methods, 
consumer surveys reveal the demographic 
characteristics of consumers. Consumer 
surveys may be _ single-call surveys, 


consumer panels, or buying intention 
and purchasing probability surveys. 

The index method 

The index method of calculating market 
potentials involves the application of 
statistical series that reflect the relative 
potential demand for a specific consumer 
product or service, or a group of products 
or services, or consumer products 
and services in general. The relative 
demand for a specific product in various 
geographical regions can be reflected 
by a single index, such as population, 
or by several series of data combined 
into a single statistical index. The series 
are usually expressed in percentages by 
area for the total market and therefore 
indicate the share of each geographical 
region in the potential consumption of 
a specific consumer product or service, or 
group of products or services, or products 
and services in general. 


Total household expenditure in South 
Africa, calculated by household income 
and expenditure surveys, will be discussed 
according to geographical segmentation, 
population segmentation, income group, 
life stage and life plane, LSM group and 
type of outlet in the paper. 


METHOD OF THE STUDY 


The study provides a summary of research 
done by the author on income and 
expenditure of households and published in 
four research reports (Martins 2003; Martins 
2004a; Martins 2004b; Martins 2004c). The 
major source for the calculations in the 
2003 and 2004a reports was the Statistics 
South Africa (Stats SA) database of the 
household and income survey conducted in 
2000 (Stats SA 2002), while the other two 
reports were based on information from the 
Bureau of Market Research (BMR) household 
income and expenditure surveys conducted 
in Gauteng in 2003. In the Stats SA and 
BMR surveys, face-to-face interviews were 
conducted with respondents representing 
randomly selected households. Prestructured 


questionnaires, requesting information on 
approximately 50 income sources and 500 
expenditure items and some demographic 
and housing information, were used for 
the interviewing. Questions relating to LSM 
segmentation and the type of outlet where 
purchases were made were not included in 
the Stats SA questionnaire. Consequently, 
information from the BMR survey in 
Gauteng was used to illustrate segmentation 
by LSM group and type of outlet. 

Total household expenditure in the reports 
mentioned in this section was calculated 
by multiplying the average household 
expenditure on each expenditure item by 
the number of households. The population 
and number of households will be discussed 
in the next section. 


POPULATION AND HOUSEHOLDS IN 
SOUTH AFRICA 


Consumers can be viewed as individuals 
(members of the total population) or as 
households (one or more persons living 
together and whose food and _ other 
household expenses are usually managed 
as one unit). Table 2 shows the estimated 
population and households of South Africa 
for 2003 by province and population 
group. KwaZulu-Natal tops the list with 
a population of 9.7 million (20.9% of the 
total of 46.3 million). However, Gauteng 
has more households (2.6 million) than 
KwaZulu-Natal (2.7 million) because the 
average household size for Gauteng was 
3.28 members as against the 4.27 members 
in KwaZulu-Natal. 


HOUSEHOLD EXPENDITURE BY 
PROVINCE 


Figure 4 depicts estimated total household 
expenditure in South Africa by province 
in 2003. Households living in Gauteng 
were responsible for an estimated 36.2% 
of the total expenditure of R681,1 billion, 
followed by KwaZulu-Natal (15.7%) and 
the Western Cape (15.5%). It is estimated 
that these three provinces, where 48.6% 






































Market segmentation of the consumer market in South Africa 
Bl AlLolwal HN] AJsw}/—j|aln}o 
Blolrstinisti/NRialyn/ole/o 
SIN] a@laololN|/Sljaolojala 
HlPH—(n of ty +lelni niu] 
Ylaolol/AlOlINJol[Nnimlol;n 
YlCl ao; HIN|N|olN | O!N| oO 
ol NIN] a-|[-—/e— 

e|=x oF 
-— 
Sls 
4 olalt}elalel[n|olalse 
CLOIR[OlHKlTIN[ Molalla 
Sit laolAleK|NJ HIN] A]o]N 
Binijtlal+tloly/oflel sf 
SISIR[ Ales almsyalol ria 
BIN] S] TPO LO] AN] ] a] mJ om 
OlLN]|N]| aol alun]o m| +] 0 
& T+ 
slel=l/alx/e;es/ol/—lata 
SIiMloOlSlniNnlaltlalala 
Ol ti[+T/ Alo] t]a]N|}a]ofn 
Linim|lolm| +] an] o}]wol] st] oo 
YI M|NlH[un][_+lol+lol+] 4 
3 —l[eK—ININ mm | 0 
3| 8 pila 
#|(= 
= 
Eltlololalnijnlolnjola 
s OIRJHlLolyalLoOl[NI|mM|olo]so 
Zi ml[aolaln}|o}ol—-|N]ao}a 
BiniInilalHel—_lolalanlolo 
BSlOlS/N[oysT/ SIN] olRis4 
Bi M{M}ololrjmirl nim) n 
} N ve) 
a 
3 Nnleleflalwmi|n}aolntlolwo 
Blialts[+lololm|wolnlala 
SOI—I|NI NN] Ol]OlRK[ ALN] aOlN 
SlHlN|oOlaleiNINnintiafe 
Vi—|N/NIm —l|e—lylz 
a| 3] - - wn | oO 
Zio 
o 
|= 
s 
Blaeloltlolol+iunlol+[ alo 
C1 OI/ALS/WDIFJ/WloINRi/TI—“I/H 
GIBISlLSIN|I SINR] mM] So] +] N] 0 
Bl—1|M]WO]aOl;/adimM(TILOlLNINA 
Slaloj-|n NIM) Al t]oO 
a\*+ alo t a| a 
(-) NTO 
a 
SIVWc/AlTlEJl4 4] 4]—]e 
Sisgimlalst{[a}/—}]ol]n]oa]o 
Ol|M]ca]aloln}/ololm|[mi~n 
£0 NPR] ols el oe ae) 
Cy no —|a 
4 ix N 
a| oO 
< 
|= 
Zl Elolyolr+f[ultImMIn | alms a 
Zl SININ[@loOlmININT ATRIA 
Ssirm[rm|[nlolmlaolunjo]u]vo 
Bl — 1M] O]lo!;/o;yn| NN} —]oj;m 
SIN Com xa) - —| +i 
ef — | 0 = 
2 - 
Bl CIN| NIM] As@IN|wolo}am 
SIaAlHflolnialstl/u] XN] a] oo 
SIRI mI Nl ula] tfalefals 
Llolololm/olniol+}olm 
YIN;TH|HALOlLN|/ Oo] A} mam] oO] 
Fa SIN IRIN TENTS NIN] 0 
c o|- el[ef[e e) 
s|\=x 
< 
ELEN | mM] TO; t+l/— |S} a}alm 
Zl SPHjMI SIN |alays]|sjojeo 
BlMOlL TH [OLOPoymMsPo; Tyco fy 
Binjolyni|ynlalol—i|ni[ niu 
SISIN][ OC] Tf mlalye{ Rina 
BL M/M] ALSO [HM}aolm| +} alo 
Ol/OlN]|N]oln]n io) Re} 
4 ~m 
= ) 
7) Ss Qo Vv 
i) v s a 6 a 
££ |8 Z E/Y/ Rls 
z 19 Sl ol s}o/8/ c/s < 
S =!}a/a/5 Si cla 
ie cle} cls oO |e 
a LH1Al alg] eo] E;/s|s<l| a 
(0) yy als ~|= 
lo] Ss] 6 LPL] als 
2) ol} als] E}/L2) 0] oJ 215 
S)L}O;Z/S/Slz;/Zzs/slF& 


of the total population of South Africa 


Table 2: Population and households of South Africa, 2003 
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Source: Steenkamp (2003). 
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resides, were responsible for 67.4% of the A comparison of percentages reflected in 
total household expenditure in South Figures 4 and 5 shows that the market share 
Africa in 2003. Figure 4 sets out the market of households in Gauteng in estimated 
shares of provinces in estimated household household expenditure on food (33.7% 
expenditure on food in South Africa for - Figure 5S) is smaller than their share in 
2003. total estimated household expenditure 


Figure 4: Household expenditure in South Africa by province, 2003 
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Figure 5: Household expenditure on food in South Africa by province, 2003 
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(36.2% — Figure 4). The opposite is true for 
Limpopo Province, where the market share 
of households in household expenditure 
on food (7.2% — Figure S) is far larger than 
their share in total household expenditure 
(4.9% — Figure 4). 

Some fundamental differences prevail 
in the expenditure patterns of households 
across provinces with regard to the major 
expenditure groups. A large percentage of 
the average household’s budget in cash and 
in kind accrues to food in provinces such 
as Limpopo and the Eastern Cape, where 
a relatively large percentage of households 
live in rural areas and where household 
income is relatively low. The large share 
spent on food can be attributed to the 
fact that food is a basic need and therefore 
money is first spent on food. What is left 
goes to other products and services. This is 
not necessarily applicable to all foodstuffs, 
since some can be considered luxury 
items. 


HOUSEHOLD EXPENDITURE BY 
POPULATION GROUP 

In 2003, African households had the 
largest share in total estimated household 
expenditure in cash and in kind of the four 


population groups. According to Figure 
6, Africans were responsible for 46.2% 
and Whites for 41.8% of the estimated 
household expenditure of R681.1 billion in 
2003. The share of Coloureds was 7.5% and 
that of Asians 4.5%. 


HOUSEHOLD EXPENDITURE BY 
INCOME GROUP 


Table 3 shows the monetary value of total 
household expenditure for five income 
groups on main expenditure groups in 
2003. All households in South Africa 
were arranged according to income and 
divided by five - into quintiles. The total 
expenditure of the 20% poorest households 
in South Africa amounted to R16.0 billion 
as against the R443.5 billion for the 20% 
richest households. 

It can be calculated from table 3 that the 
share of the 20% poorest households was 
only 2.3% of total household expenditure, 
while the 20% richest households had a 
share of 65.1% in 2003. In addition, the 
share of the 20% poorest households was 
the highest for total household expenditure 
on fuel and light (14.5%), which includes 
paraffin, firewood and coal, and the lowest 
for holidays and weekend excursions (0.0%) 


Figure 6: Household expenditure in cash and in kind in South Africa by population group, 2003 
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Table 3: Total household expenditure in South Africa by income and main expenditure group, 2003 













































































Main expenditure group < R10 472 R10 473 R19 276 R37 537 - R82 570 + Total 
-R19 275 | - R37 536 R82 569 
R’000 R’000 R’000 R’000 R’000 R’000 
Total expenditure 15 996 410 | 33 387 326 | 61490000 | 126 657 962 | 443 537 016 | 681 068 714 
Food 9219963 | 16500707 | 23965 233 | 34121 330 | 54539 639 | 138 346 873 
Clothing, footwear & 886 110 2179 928 3 956 285 6 890 252 | 11 893 356 | 25 805 932 
accessories 
Housing & electricity 1 046 708 3 138 478 7 563 092 | 19700941 | 80970545 | 112 419 764 
Fuel & light 935 227 1 436 303 1 530 315 1 272 568 1 289 451 6 463 864 
Transport 463 876 1 228 655 3 315 183 8 932 584 | 51883011] 65823 310 
Medical & dental 147 050 323 288 842 921 3 335 320] 19634713 | 24 283 292 
Education 286 732 602 686 1 379 443 3 885 252 | 13792377 | 19946 491 
Insurance & funds 163 220 366 164 1192 731 5 443 214 | 33223222 | 40 388 550 
Recreation, entertainment & 24 473 94 333 274 236 706 032 5 242 931 6 342 005 
sport 
Furniture & household 176 851 657 752 1701 897 3 890 961 | 13536230] 19 963 690 
equipment 
Alcoholic beverages 200 937 782 599 2110 958 4985 345 | 11184098 | 19 263 936 
Cigarettes & tobacco 276 803 649 079 1 379 737 2 845 911 4 660 228 9 811 757 
Washing & cleaning materials, 477 844 777 463 1123 918 1 601 160 2 750 772 6 731 158 
etc. 
Personal care 925 748 1 875 930 3 146 005 5 207 587 | 10143969 | 21 299 240 
Communication 108 586 425 424 1 073 954 2930118 | 10591624 | 15129705 
Reading matter & stationery 20 836 81 223 303 865 958 229 3 223 514 4 587 667 
Domestic workers 17 519 83 286 247 524 996 824 6 003 920 7 349 073 
Support of relatives 192 138 631 139 1 812 933 4 084 741 5 039 662 | 11760612 
Holidays/weekends (excl. 888 4 000 40 224 248 300 3 557 705 3 851117 
transport) 
Income tax 4 673 80 402 871 268 5 673 704 | 57648944 | 64278991 
Miscellaneous 401 554 1 333 959 3 037 769 6410411 | 21371191 | 32554 883 
Savings 18 673 134 529 620 512 2537175 | 21355915 | 24 666 803 


























Source: Calculated from database used for Research Report No. 322 (Martins 2003). 


and income tax (0.0%). The opposite is true 
for the 20% richest households, which were 
responsible for 92.4% of the R3.9 billion 
spent on holidays and weekend excursions 
and 89.7% of the R64.3 billion paid as 
income tax. 


HOUSEHOLD EXPENDITURE BY LIFE 
STAGE AND LIFE PLANE 


Table 4 shows total household expenditure 
in South Africa by life stage and life plane for 
2003. Table 7 shows the shares of the different 
life stage and life plane groups in total 
expenditure. Total household expenditure 
for households falling into the 36 to 45-age 


group and in life plane A is calculated at R45.5 
billion (Table 4), which represented 6.7% of 
the total household expenditure in South 
Africa in 2003 (Table 5). Table 4 shows that all 
households in life plane A were responsible 
for R145.7 billion household expenditure in 
2003, which represented 21.4% (Table 5) of 
the total household expenditure of R681.1 
billion in 2003. 

Figure 7 compares the share in total 
household expenditure by life plane with 
the share in the number of households by 
life plane. 

Figure 7 shows that the household 
expenditure of all households falling into 
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Table 4: Total household expenditure in South Africa by life stage and life plane, 2003 


























Life <25 26-35 36-45 46-55 56+ Total 
plane R’000 R’000 R’000 R’000 R’000 R'000 
A 3 593 591 36 145 349 45 545 824 24 577 637 24 577 637 | 145 704 953 
B 4581307] 26202015 30 817 495 16 533 638 12 815 738 | 90950195 
C 9 980 023 38 668 483 38 665 826 | 28 685 900 19 064127 | 135 064 361 
D 4447946} 25515710 35 830004] 23641 681 19 132420 | 108 567 764 
E 2 744 064 10 775 114 19 017 187 17 792 327 18131256 | 68459950 
F 2573276} 15510870 31 310 460 31183057] 51743824] 132 321 489 
Total 27920 210 | 152 817543 | 201186799] 153679155 | 145 465 004 | 681 068 713 














Source: Calculated from the database used for Research Report No. 322 (Martins 2003). 


Table 5: Share in total household expenditure in South Africa of life stage and life plane groups, 2003 


























Life <25 26-35 36-45 46-55 56+ Total 
plane % % % % % % 
A 0.5 5.3 6.7 5.3 3.6 21.4 
B 0.7 3.8 4.5 24 1.9 13.4 
C 1.5 5.7 5.7 4.2 2.8 19.8 
D 0.7 3.7 5.3 3.5 2.8 15.9 
E 0.4 1.6 2.8 2.6 2.7 10.1 
F 0.4 2.3 4.6 4.6 7.6 19.4 
Total 4.1 22.4 29.5 22.6 21.4 100.0 














Source: Calculated from Table 4. 


Figure 7: Share in total household expenditure and total number of households in South Africa by life 
plane, 2003 
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life plane A amounted to 21.4% of total 
household expenditure in South Africa 
in 2003, while the number of households 
falling into life plane A constituted only 
5.7% of the households of South Africa. 
The figure clearly shows that expenditure as 
a percentage of total expenditure exceeded 
the number of households as a percentage 
of total households as one moves from 
plane A to plane D while the reverse is 
evident for life planes E and F. The 45.4% 
of households who fall into life plane F 
were responsible for only 19.4% of total 
household expenditure in 2003. 


HOUSEHOLD EXPENDITURE BY LSM 
GROUP 


This section provides information on total 
household expenditure by LSM group 
for Gauteng in the absence of national 
information (Martins 2004c). Due to the 
small number of people in Gauteng who 
fall into LSM group 1 (SAARF 2003) and the 
relatively small sample size, no information 
was collected for households falling into 
LSM group 1, while the information for 
LSM groups 2 and 3 is grouped together. 
Figure 8 shows the shares of the 
different LSM groups in total household 
cash expenditure in Gauteng in 2003. A 
comparison of total household expenditure 


and the population shows the share of LSM 
group 10 in the total population to be 8.1%, 
while its share in total cash expenditure is 
estimated at 23.1%. The share in population 
of LSM group 9 is 16.6% as against a share 
of 28.1% in total cash expenditure. 


HOUSEHOLD EXPENDITURE BY TYPE 
OF OUTLET 


The information in this section is for 
Gauteng in the absence of national 
information. Martins (2004b) estimated 
total cash expenditure of all households 
living in Gauteng at R277 billion in 2003. 
A subtotal of R94.9 billion is for goods 
sold mainly by retailers. A further R86.4 
billion, is for goods generally not sold by 
retailers but where the type of outlet can 
play an important role while the third 
portion, with a subtotal of R95.7 billion is 
household expenditure where the type of 
outlet is not applicable. 

Of the R94.9 billion expended on products 
usually sold by retailers, 90.6% accrued to 
the formal sector and 9.4% to the informal 
sector. Main expenditure items in this group 
that were generally channelled through the 
informal sector were alcoholic beverages 
(31.1%), reading matter and stationery 
(27.4%), cigarettes and tobacco (17.1%), fuel 
and light (16.7%), personal care (12.0%) 


Figure 8: Share of LSM groups in total household cash expenditure (Gauteng), 2003 


R277 billion 
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and food (9.2 %). Households in Gauteng 
spent approximately R48.7 billion at super- 
or hypermarkets, R5.0 billion at wholesalers 
and factories, R3.1 billion with hawkers or 
at street markets, R2.4 billion at spazas, 
R1.6 billion at shebeens and R276.2 million 
on mail orders. 

Of the R44.2 billion spent on food, 
R40.1 billion or 90.8% was spent at formal 
and R4.1 billion or 9.2% at informal outlets. 
Of the R4.1 billion spent at informal 
outlets, approximately R1.8 billion was 
spent with hawkers or street markets, R1.6 
billion at spazas and R707.4 million at other 
informal outlets. In the case of clothing 
and footwear, 4.4% or R495.3 million was 
spent at informal outlets, of which hawkers 
or street markets absorbed R258.9 million. 

Considerable differences were observed 
between the buying behaviour of the 
different population groups with regard to 
the outlets used for their purchases. The 
following summarises these differences: 


Items mostly sold by Formal Informal 
retailers outlets outlets 

Africans 85.2% 14.8% 
Asians 96.6% 3.4% 
Coloureds 87.2% 12.8% 
Whites 98.0% 2.0% 
All households 90.6% 9.4% 
Items mostly not sold Formal Informal 
by retailers outlets outlets 

Africans 86.2% 13.8% 
Asians 97.4% 2.6% 
Coloureds 87.9% 12.1% 
Whites 99.0% 1.0% 
All households 93.4% 6.6% 


SUMMARY 


The main findings of the paper can be 

summarised as follows: 

e More than one third (36.2%) of total 
household expenditure is spent by people 
who reside in Gauteng, one of the nine 
provinces in South Africa. 


e Africans are responsible for 46.2% of total 
household expenditure in South Africa. 

e The market share of the better-educated 
households (life planes A to C) clearly 
shows the material value of education. 

¢ Households falling into LSM groups 9 and 
10 were responsible for more than half 
(51%) of the total household expenditure 
in Gauteng in 2003. 

¢ Just more than nine percent of products 
usually sold by retailers (9.2%) were 
bought at informal outlets. 


APPLICATION OF THE INFORMATION 
BY RETAILERS 


Companies are successful to the extent 
that they enter attractive markets and 
possess the required business skills to 
succeed in those markets. If one of these 
factors is missing, the business will not 
produce outstanding results. The purpose 
of this paper was to illustrate how the 
South African consumer market can be 
segmented. The information in the paper 
provides only aggregated totals. However, 
it is possible to use the information in the 
research reports mentioned to estimate 
the market potentials of smaller areas for 
individual products. This information can 
be used as a broad guideline by retailers 
to direct policy decisions on location, 
promotion and _ distribution. However, 
with an indication of the possible market 
size in an area, further research regarding 
the competition from other retailers is 
necessary before a decision to locate in the 
area can be taken. 

Detailed information in the report 
estimating household expenditure by life 
plane and life stage (Martins 2004a), as 
summarised in this paper, can be used by 
retailers to construct a profile of potential 
and existing clients, if not already available. 
By studying the profile of the inhabitants 
of a residential area and/or the patrons of 
a shopping centre/mall and _ possible 
competition, an informed decision can be 
made on location. 
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ABSTRACT 





Service provision agreements, which restrict users to single service suppliers, are bound to 
impact on the long-term survival of such service providers. This is particularly true if such a 
business strategy is not guided by sound management principles, necessary skills and a strong 
competitor focused culture. In the absence of these essential principles, user demand and 
preferences will gradually shift towards competitor suppliers. To investigate this theory, this 
article examines the importance of service users in the information technology (IT) parastatal 
industry of South Africa. The article presents a case study whereby the service performance of a 
single-choice information technology service provider in the parastatal industry of South Africa 
is measured against multi-choice private service providers without any provisional agreements. 
The outcome of the case study reveals that single-choice service provision options with 
provisional agreements have a limited chance of success if not supported by strong service user 
inputs and an active focus on competitor analysis to protect market share inherited by the 
single-choice service provider. In fact, poorly developed competitor analysis capability of single- 
choice service providers is likely to hinder its ability to match the service levels of private service 
providers, thereby creating frustration amongst service users who face increasing pressures to 
deliver greater outputs from within their organisations and from external customers through the 
use of IT services from service providers. Moreover, provisional strategies that disallow sound 
competition amongst service providers are bound to impact negatively on user preferences as 
well as information technology skills development opportunities which are required to improve 
service provision generally and long-term survival in particular. 
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INTRODUCTION 


Since 2000 the information technology 
parastatal industry of South Africa 
has witnessed restructuring initiatives 
featuring the consolidation of information 
technology functions into a single- 
choice parastatal service provider format 
(Department of Public Enterprises, 2001). 
Alongside these developments, enabling 
agreements were fixed with various 
parastatals which restrict information 


technology demands to a single-choice 
parastatal service provider. 

The enabling agreement has caused huge 
frustration and dissatisfaction amongst 
service users who now are limited to a single 
information technology service supplier. 
This _frustration/dissatisfaction largely 
stems from experience gained by service 
users who previously, and currently, are still 
dealing with other private service providers. 
This frustration/dissatisfaction is further 
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The Enabling Agreement (EA) in the parastatal 
industry of South Africa argues that the single- 
choice information technology service provider 
will have ‘first right of refusal’ over all information 
technology services required by its final customers. 
The implication of this agreement is that service 
users in the parastatal industry can only engage 
the services of other service providers if the newly 
established single-choice information technology 
service provider is unable to provide the services 
required, or if it specifically refuses to perform 
work requested, or if agreements with other 
service providers existed prior to the formation of 
the newly formed service provider. 











triggered by doubts amongst service users 
that their information technology needs 
are largely unmet in the parastatal industry 
mainly due to a lack of understanding of 
their strategic needs. Poor service delivery 
and inadequate skills to effectively resolve 
service problems further places a threat on 
the ability of service users to meet their 
own organisationally imposed performance 
targets. Ultimately the tumultuous nature 
of activities in the information technology 
environment of the parastatal industry of 
South Africa has caused uncertainty and 
low confidence amongst service users. 


AIMS 


Key to addressing these uncertainties and as 
an effort to contribute to potential solutions 
to change the negative perceptions and 
efficiency of the information technology 
parastatal industry, this article presents 
the views of parastatal organisations 
(service users) regarding key criteria for 
service delivery measurement. The aim 
is to evaluate (through statistical testing) 
whether there is a need for competitor 
analysis by single-choice parastatal service 
providers, who compete against private 
service providers who do attach importance 
to such a practice. The competitor analysis 
is presented in the form of a comparative 
model whereby information technology 
service delivery performance levels of a 
single-choice parastatal IT service supplier 
are measured against private service 
suppliers providing the same or similar 


services (the services which the entities 
have in common to enable comparison 
are listed in table 1 of this article). To this 
end, the following null and alternative 
hypothesis was formulated: 

Hy: w= Hy 

Hy, ##, 


Here yw, and yw, represent the population 
average satisfaction levels with service 
performance for the single-choice parastatal 
service provider and _ private service 
providers respectively. 

The null hypothesis sets out to test 
whether the average service performance 
levels of the single-choice parastatal 
service and private service providers differ 
significantly. For those service performance 
measures which show statistical significant 
differences, the under or over performance 
levels of the single-choice parastatal 
service provider could be identified with 
the aim of improving future customer 
relations, skills and service performance 
levels in the parastatal industry of South 
Africa in order to improve the competitive 
capability of the organisation overall. 
The outcome of the competitor analysis 
represents an evaluation that contributes 
to a sound service delivery framework that 
the parastatal and broader information 
technology service industry can utilise to 
improve quality service delivery in general 
and skills in particular. 


RESEARCH METHODOLOGY 


A descriptive research model was designed 
in support of the competitor analysis. As 
input to designing a research instrument 
to collect primary data amongst parastatals 
using information technology services, an 
adjusted version of Aaker’s (1998) service 
delivery framework model was_ used. 
The service delivery framework model is 
discussed below. 

A self-administrated survey approach was 
used to collect primary data amongst 90 
key parastatal IT management staff (total 
population). For this purpose a research 


instrument (questionnaire) was designed. 
The questionnaire measured approximately 
25 service delivery criteria on a 10-point 
Likert scale. A full 83.3% of the parastatal 
respondents self-completed and returned 
the questionnaire. All responses were 
edited, coded, captured and analysed to 
finally allow for some interpretations 
related to the study aims outlined above. 


COMPETITOR ANALYSIS FRAMEWORK 
MODEL 


Competitor analysis is an essential and 
ongoing exercise that entails identifying and 
understanding an organisation’s current 
and potential competitors, and evaluating 
their ability to threaten its position in 
the market (Aaker 1998:58-9). Stalk and 
Lachenauer (2004:64) refer to seasoned and 
well-organised competitors as “hardball 
players” who pursue competitive advantage 
single-mindedly. Such organisations are 
successful because they choose their targets 
carefully, seek out well-timed competitive 
encounters, set the pace of innovation and 
continually test the boundaries of what 
is possible. As a result, the single-choice 
service provider in South Africa competes 
against organisations that may _ take 
cognisance of the enabling agreement, but 
are willing to test the validity of it in the 
pursuit of customer satisfaction and service 
provision to parastatal customers for the 
sake of their own survival. As a result, 
competitor analysis should be of increasing 
importance to the single-choice parastatal 
service provider as the enabling agreement 
may not serve as an absolute guarantee of 
protection of the parastatal market. 
Competitor analysis should ideally 
enable the organisation to build stronger 
defences and provide a foundation for 
outmanoeuvring the competition in order 
to gain market position (Brassington & 
Pettitt 1997:849). Aaker’s (1998:45) service 
delivery framework focused on certain broad 
areas that related to customer analysis. With 
the adoption of an appropriate approach to 
data gathering and statistical analysis using 
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a paired sample approach, this framework, 

with modifications, would also be able to 

serve as a platform for competitor analysis. 

The following broad areas of Aaker’s 

framework are as follows: 

¢ Customer segmentation and fulfilling 
customer needs 

¢ Customer motivations to purchase 

e¢ Unmet needs of customers and/or 
customer dissatisfaction 


Based on the nature of the information 
technology (IT) service delivery environ- 
ment in South Africa, the framework 
model outlined above was modified by 
focusing on separating ‘unmet needs of 
customers and/or customer dissatisfaction’. 
Furthermore, ‘customer segmentation and 
fulfilling customer needs’ were not focused 
on for the purpose of this article, as these 
were considered to be of importance 
with respect to customer-based approach 
to service management rather than 
competitor analysis specifically. Hax and 
Wilde (1999:21) also approached the above 
analysis with a similar view that advocated 
a process-oriented view for organisations 
linking strategic intent to execution. The 
components of their approach were: 
¢ Operational effectiveness (the delivery of 
products and services cost-effectively to 
the customer, 
¢ Customer targeting (activities that attract, 
satisfy and retain the customer), and 
¢ Innovation (a future-focused orientation 
that seeks to be at the forefront of 
value creation for customers in order to 
maintain the organisation's viability). 


Hax et. al. (1999:28), in keeping with the 
framework adopted for the purposes of this 
article, also recognise the need for customer- 
focused strategic approaches to creating 
unassailable competitive advantage, hence 
the modification of the framework above. 
According to research findings based 
on data gathered on the South African 
IT industry (IDC 2002:22), certain 
information is also known about the 
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service offerings common to competitors 
and to the single-choice service provider. 
These private service providers also sell 
services provision to parastatal service users 
within the single-choice service providers 
business environment thereby enabling 
meaningful comparison of research data 
in the competitor analysis context of this 
article. 

The service provision areas common to 
both the single-choice service provider 
and competitors are illustrated in Table 1 
below. 


Table 1: Common areas of service provision by 
competing service providers 





Key areas of focus 





Hardware & software integration & support, IT 
Infrastructure management & professional services 





Systems integration & business consulting services 





Software provider, business consulting, 
professional services 











Business technology consulting & outsourcing 





As a result, the modified components of 
Aaker’s model as well as the common 
service offerings provided formed the 
parameters of assessment of the single- 
choice service providers performance 
against that of private service providers. 
The three competitor analysis parameters 


Table 2: Competitor analysis criteria 


Establishing 
unmet customer 
needs 


Regularly provides creative solutions not yet considered 
Proactive provision of R&D information for the business 
Demonstration of thought leadership in the IT field 
Thought leadership advisor of choice for the business 


as well as the criteria for each are illustrated 
in Table 2 below. 


Establishing unmet customer needs 


Aaker (1998:53) considers customers’ unmet 
needs to be those needs that are not being 
met by existing product offerings. Rather 
than merely asking customers for their 
requirements, some organisations succeed by 
innovatively leading customers proactively 
towards where they are heading before they 
realise that it was necessary (Hutt & Speh 
2004:315-16). In orderto dothis, deepinsights 
are required into the needs of current and 
future customers to enable the organisation 
to plan and execute such initiatives. “Today 
customers want commitment from those 
who serve them. In our diverse and turbulent 
markets, some customers want respect as 
individuals; others seek consistency; more 
customers expect suppliers to learn to keep 
track of their changing lifestyles; in addition 
they require value for money in terms of 
their available incomes” (Shaw 1996:71). 
Shaw’s observation applies equally to the 
single parastatal service provider and the 
expectations that its parastatal customers 
have of it. 

Successful identification of unmet 
customer needs may have significant 
implications for the organisations that 
initially discover them, because they 





satisfaction with 


” : agreements — SLAs) 
service delivered 


free and timeous delivery) 


Overall customer | ¢ IT service problems resolved within agreed times (as specified in service level 


All complaints followed up efficiently 

Regular feedback provided on the status of serious problems being attended to 
Service staff perceived as reliable and well-skilled in providing the required service 
The service provider regularly delivers high quality proposals for new work (i.e. error 


Satisfaction with the overall level of service provided by the service provider 





Service provision 
criteria 


IT/IS consulting ability 
System integration ability 


Outsourcing 








IT systems maintenance & support 
Application (software) development 








could result in a competitive advantage 
for the organisation, especially in 
highly competitive industries (Urban & 
Hauser 2002:22). Unmet needs afford an 
organisation opportunities to increase 
market share or access other markets that 
would ordinarily be difficult to penetrate 
using conventional techniques. Regular 
discovery of these needs may be more 
important in certain industries than in 
others. In high-tech industries such as the 
one in which the single parastatal service 
provider operates, changes are rapid 
and product obsolescence cycles short. 
Hence current market research analyses 
may not be as reliable for the purposes 
of discovering and satisfying customer 
needs in businesses dealing with high- 
tech products (Von Hippel 1986:791). Von 
Hippel, Thomke and Sonnack (1999:47) 
also argue that organisations would prefer 
to focus on an incremental approach as 
there is a tendency to focus on survival and 
a shortern outlook, often at the expense of 
breakthrough innovation in the long-term. 
The study, conducted with service users, 
involved an understanding of whether the 
single parastatal service provider adequately 
possessed the knowledge and capacity to 
understand its business environment and 
the energy industry in general. Moreover, 
the study sought to uncover whether 
the single parastatal service provider was 
appropriately equipped to help service 
users through crucial transformation 
that they are currently undergoing in the 
information technology and information 
management processes in their business 
environment. 


Overall customer satisfaction with service 
delivered 


Customer dissatisfaction (or satisfaction) 
relates to a comparison of customer 
expectations about a particular product 
and supporting service against the actual 
performance of the product and supporting 
services (Cravens 1997:143). However, 
prior experience may also provide a basis 
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of comparison of such expectations. 
Experiences with poor-quality products 
or services often generate customer 
dissatisfaction. Hence a dissatisfied customer 
could conceivably tell up to eleven other 
people of their dissatisfaction with an 
organisation’s service and/or products, 
which is two to three times more people 
than a satisfied customer is likely to speak to 
if they experience good service (Brassington 
& Pettitt 1997:95). 

The study conducted amongst service 
users also reviewed its overall satisfaction 
with the quality of the single parastatal 
service provider’s service delivery. Service 
quality is best conceptualised as an attitude 
based on the customer’s “perceptions” of 
performance (Nowak & Wasburn 1998:442). 
Barnes (2001:33) reflected on the correlation 
of customer satisfaction to the value 
derived from their interactions with the 
organisation selling the relevant product 
or service. He concluded that organisations 
need to go beyond viewing customers as 
targets to whom organisations merely sell 
products and services, and that they need 
to define value more broadly than product 
and price alone. By implication the authors 
advocate that organisations move beyond 
viewing the customer as a commodity 
towards valuing the customer in a manner 
that is reflected in the attitude adopted 
towards the quality of service delivery 
and resultant customer satisfaction. As the 
parastatal market becomes increasingly 
diverse and _ performance-driven, the 
proliferation of private service providers 
into these organisations is likely to increase 
regardless of the existence of provisional 
agreements. Customer satisfaction with 
service delivery are the hallmarks of such 
organisations who have global presence and 
vastly greater experience in maintaining 
cultures that are customer-centric. As a 
result, their ability to provide comparative 
services that aid service users to meet 
their own performance outputs is likely 
to provide a formidable alternative to the 
single-choice parastatal organisation which 
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is guided by service provision agreements 
which are likely to breed complacency and 
a culture of entitlement. 


ANALYSIS OF RESEARCH RESULTS 


Given that the research problems/aims are 
based on the outcome of the stated hypothesis, 
the analysis below features the results from 
of the paired sample t-test. This test was 
applied to determine statistically significant 
differences in the average performance levels 
of the single-choice parastatal service provider 
and private service providers. As a result, this 
test enables us to evaluate whether there is a 
need for competitor analysis by single-choice 
parastatal service providers, who compete 
against private service providers who do 
attach importance to such a practise. The 
paired sample t-test analysis is presented in 
Table 3. 

The output of the paired sample t-test 
reflects the means and standard deviations 
of the two variables, and their standard error, 
confidence intervals and the differences 
between the means and their standard 
error. The t-value and associated two-tailed 
probability are also shown. The t-value is 
calculated using the following formula: 





Table 3 shows the mean scores that 
reflect the difference between the average 
service performance ratings provided to 
the different service performances of the 
single parastatal service provider and 
private service providers. The significant 
test statistics (Sig. 2-tailed) for all service 
criteria indicates that all 25 service criteria 
evaluations for the single parastatal service 
provider and other service providers are 
not the same (p < 0.05). The null hypothesis 
(H,: #, = #,) that the mean difference between 
the average ratings for the single parastatal 
service provider and other service providers 
are the same (zero), is therefore rejected for all 
service delivery and provision criteria in favour 
of the alternate hypothesis (H,: ph, # #,). The 
difference observed between the service 


performance of the single parastatal service 
provider and private service providers were 
due to chance less than 5 out of 100 times. 
Indeed, judging from the average mean 
values of the sample statistics, the average 
service performance ratings are lower for 
the single parastatal service provider on all 
25 service delivery criteria. 

Based on the analysis presented above, 
as well as the broad objectives, each ser- 
vice delivery parameter merits some final 
comments. 


Unmet customer needs (Table 2, pairs 
1 to 4) 


The private service provider scored highest 
for proficiency of thought leadership and 
for the provision of innovative creative 
solutions. The proactive provision of research 
and development information, and service 
users’ preference for the organisation to be 
the preferred thought leadership advisor of 
choice scored equal mean ratings that were 
also in favour of the private service provider. 
Overall, the single-choice parastatal service 
provider was rated below the private service 
providers. From the analysis of the results in 
this section it is clear that the single-choice 
service provider has not considered the need 
to be proactive and to demonstrate thought 
leadership for the sake of future-oriented 
solution crafting to be an imperative. 
This tendency is understandable given its 
previous manner of operation as a collection 
of IT departments within the parastatal 
environment prior to consolidation as a 
single-choice service provider. The transition 
from an internal department to an external 
entity as a single-choice service provider did 
not encompass the change from a reactive 
business outlook to one of proactive service 
management and solution delivery as in the 
case of private service providers. 


Customer dissatisfaction (Table 2, pairs 

5 to 10) 

Overall, the  single-choice parastatal 
service provider performed worse than the 
private service providers across all criteria. 
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Paired sample test 


Table 3 
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This indicates a general level of customer 
dissatisfaction by service users with the 
single parastatal service provider, whilst 
the corresponding overall rating for the 
private service providers indicates a great 
degree of satisfaction with the quality of 
services received. As with the previous 
section (unmet customer needs, above) 
this tendency is understandable given its 
previous manner of operation as a collection 
of IT departments within the parastatal 
environment prior to consolidation as a 
single-choiceservice provider. Thetransition 
from an internal department to an external 
entity as a single-choice service provider 
did not encompass the concomitant 
transformation of the organisational 
mindset from a previously co-existing 
department mindset to a business-oriented, 
customer-centric mindset that emphasised 
customer satisfaction and formality above 
the assumption of familiarity with the 
service user in a prior context. 


Service provision (Table 2, pairs 11 to 15) 


The single-choice service _ parastatal 
provider performed worse than the 
private service providers in this section as 
well. This indicates that in a comparison 
of the service offerings at which the 
single-choice provider competes against 
the private service providers, the 
preference of the service users is such 
that there is an overwhelming preference 
for the use of private service providers. With 
the advent of performance management 
systems in the majority of parastatal 
organisations, service users who depend 
largely on information and information 
technology services for their outputs would 
undoubtedly prefer the use of service 
providers that are perceived to produce 
higher quality services. Greater reliance 
will invariably be placed on the outputs of 
reputable and _ well-established service 
providers who themselves are experienced 
competitors with a _ keen ability to 
circumvent barriers such as provisional 
service agreements. 


CONCLUSIONS DRAWN FROM THE 
STUDY 


The broad conclusion drawn from this study 
is that the single-choice service provider 
has not attached sufficient importance to 
the need for competitor analysis, and this 
is substantiated by the results achieved in 
each component of the study. The testing 
and evaluation conducted enabled us to 
establish that there is a need for competitor 
analysis by single-choice parastatal service 
providers, as they compete against private 
service providers who clearly significance 
to the practise as a matter of survival. In 
addition, the presence of other competitors 
and the consistency with which the 
single-choice parastatal service provider 
was outperformed by such organisations 
on the various criteria seems to indicate 
that service users are seeking alternatives 
where possible in order to prevent needless 
exposure to perceived poor performance 
from the single-choice parastatal service 
provider. 

The research study has clear implications 
for the state’s future planning and policy 
with regard to privatisation, as well as for 
large private organisations considering 
the unbundling of specific functions or 
entities (such as information technology 


departments or internal consulting 
departments) that exist within larger 
organisations. Large organisations and 


public utilities often develop cultures that 
emphasise entitlement and complacency, 
whilst lacking sufficient focus on 
entrepreneurial capability and customer 
centricity. It would seem that such has been 
the case with the single-choice parastatal 
service provider, the employees and 
management of which were accustomed to 
a parastatal environment. The organisation 
was evidently lacking in competitor analysis 
capability, resulting in the performance 
discussed above. 

In reviewing the role of the need for 
a business-driven culture in the context 
of this study, the matter of recruiting 
the appropriate calibre of leadership can 


hardly be emphasised more, as this is 
the foundation upon which a successful 
transformation rests. This study has thus 
demonstrated the importance of leadership 
action focused on creating a customer- 
centric and service oriented paradigm that 
actively supersedes the original mindset and 
foundation. The research shows clearly that 
the single-choice parastatal service provider, 
which was accustomed to a parastatal 
environment where entrepreneurial activity 
and competitor intelligence gathering were 
never operational requirements, was not 
adequately prepared for the transition to a 
commercial entity. 

Whilst the EA is able to provide the 
organisation with a finite source of 
protection from competition in the open 
market, the single-choice parastatal service 
provider may not be doing enough to build 
sufficient goodwill and a reputation within 
the customer base, primarily because it 
was never considered an imperative built 
into the strategic planning involved in the 
organisational design process. Theimportance 
of appointing leaders from _ external 
organisations who possess appropriate levels 
of emotional intelligence and_ technical 
proficiency should not go unattended. 

In the information technology industry, 
as with many others, change is rapid 
and technology obsolescence is the rule 
rather than the exception. Organisations 
therefore do not possess the luxury of 
expansive periods of time over which 
to evolve a successful business model 
fashioned from trial and error made 
during the formative years of operation. 
Competition amongst service providers 
has become more intense over time, 
with more organisations competing for a 
limited number of business opportunities. 
In addition, organisations that purchase 
services are increasingly intent on 
obtaining value for money and therefore 
set stringent performance standards. Agile 
private service providers have developed 
the ability to change and adapt to these 
constantly evolving standards, whilst 
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large and cumbersome organisations with 
culture characterised by complacency, 
entitlement and by bureaucracy are less 
able to do so. Competitor analysis is 
therefore an important tool which can 
be used to help organisations to focus on 
imperatives that are universally applicable 
and attributable to most, if not all, 
businesses. 

The paired sample model can further 
be used to prioritise strategies to improve 
competitiveness in service provision 
as well as to benchmark organisational 
performance in an objective manner. The 
observed values obtained from the research 
conducted herein should serve as a guide to 
all organisations in South Africa undergoing 
similar transformation, in addressing areas 
of management that are likely to affect 
these organisations and their present and 
prospective customers. Three key areas 
namely, establishing unmet customer 
needs and customer dissatisfaction and 
comparing performance on common 
service offerings can now serve as a guide 
for initiatives to bring about organisational 
improvement. Whilst it is not proposed 
that organisations undergoing competitor 
analysis investigate exclusively the service 
offerings that they have in common with 
competing organisations, it does serve as a 
platform on which to formulate competitive 
strategies from basic principles. 

The research described herein demon- 
strates the value of competitor analysis for 
organisations undergoing transformation to 
operate in new industries or environments. 
In South Africa, and indeed worldwide, 
state-owned organisations are increasingly 
required to either privatise or corporatise 
in order to operate in ways that mirror the 
performance of successful organisations in 
the private sector. Many such organisations 
would typically arise from  resource- 
abundant, protected environments that do 
little to prepare them for operations in fast- 
paced, results-oriented environments. Prior 
leadership and organisational management 
practices and experiences and institutional 
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cultures may therefore serve as inappro- 
priate preparation for the management 
of the new organisations that result from 
privatisation or unbundling initiatives. 
Competitor-focused analysis and customer 
centricity are key imperatives that most 
private sector oriented organisations 
naturally incorporate into their business 
cultures, but which organisations in 
protected environments are less likely 
to be aware of at their time of transition. 
Competitor analysis can be a useful tool 
to help organisations to focus increasingly 
scarce resources on areas of operation that 
are likely to produce the best results, whilst 
protecting its most important asset, namely 
its customers against the onslaughts from 
competitors. 
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